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New Year Announcement 


Having made your New Year Resolution to succeed in your commercial career, 
you should immediately implement that decision by enrolling with the A, B 
SPECK COMMERCIAL COLLEGE for your accountancy, secretarial or cost 
accountancy course—studying either by class or by correspondence as may be 
determined by your own desires and circumstances. 

THE BEGINNER: 
Special classes preparing students for the October, 1957, accountancy examina. 


tions of the Institute of Chartered Accountants in Australia, and of the Aus 
tralian Society of Accountants will coramence on the following dates: 


Monday, 21st January, 1957 Friday, 1st March, 1957 
Monday, 11th February, 1957 Friday, 22nd March, 1957. 


These classes will meet once a week on the night mentioned from 6.30-9.30 pm. 


MODEL ANSWERS: 
Model Answers to the October, 1956, examinations of the Australian Society of 
Accountants are available in separate sets as follows:— 


Stage 1 Accounts and Auditing. 

Stage 2 Company Law and Accounts. 

Stage 3 Advanced Accounts, Part A. 

Stage 3 Advanced Accounts, Part B. 

Commercial Law, A and B. 
All the above are 5/- each set post free. 

Monetary Theory and Practice. 

Income Tax Law and Practice. 

Auditing and Business Investigations. 
These are 3/6 each set post free. 
Exchange must be added to cheques. 
QUALIFIED ACCOUNTANTS: 
Secretarial Classes for the June, 1957, examinations of the Chartered Institute 
of Secretaries and of the Amalgamated Institute of Secretaries will begin on 
Tuesday, 29th January, 1957. The classes meet from 6-9 p.m. each Tuesday 
evening. 
Cost Accountancy classes for the October, 1957, examinations will commence on 
Wednesday, 30th January, 1957, meeting from 7.30-9 p.m. until April and then 
from 6-8 p.m. each Wednesday subsequently. 
Further information given gladly and freely upon request. 


A. E. SPECK Commercial College 


138 FLINDERS STREET, MELBOURNE. 
Phone: MF 4648, MF 4649 


"The future belongs to those who prepare for it”. 
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more often than not, the man behind 
this door is H.R.I. trained 


By far the greater majority of qualified Banking, 
Accountancy and Secretarial Executives in Aus- 
tralia are H.R.I. trained. Since 1897, the H.R.I. 
personal-individual tuition method has scored out- 
Standing success in examinations. 


But properly trained men are scarce and becoming 
scarcer with Australasia’s tremendous expansion. 
Business itself must take the initiative and provide 
incentive for training — conduct a Staff Training 
Plan within your firm, encourage young men to 
take training courses, perhaps pay part of their fees. 
You should act now, write or ring H.R.L., and dis- 
cuss your employees’ training with an expert voca- 
tional officer. 

*RESULTS PROVE! Year after year, H.R.I. 
students win more honour places in commercial 
examinations than those of all other tutors and 
schools combined. 


THE 7 PROVED* FEATURES 
OF H.R.I. TUITION METHOD 


Personal-individual 
tuition 


. Fixed all-inclusive fee — 


no text books to buy 


- No time limit to tuition 


Guarantee of tuition till 
successful 


. Printed texts constantly 


modernized 


. Free employment 


assistance 


. Enthusiastic personal co- 


operation of tutors 


Xe 
Hemingway Robertson Institute 
Since 1897, an institution to promote personal 


advancement in business through education. 


122 BANK HOUSE, BANK PLACE, MELBOURNE — 122 BARRACK HOUSE, 16 BARRACK STREET, SYDNEY. 


Offices in all Capital Cities, Newcastle and Launceston. 
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A Distinguished Visitor 


We are pleased to announce the 

arrival in Australia next month 

of Dr. Robert L. Dixon, M.B.A., 
PHD., C.P.A., Professor of Accounting 
in the University of Michigan, one of 
the leading schools of accounting in 
US.A. Professor Dixon comes to this 
country, under the sponsorship of the 
Australian Society of Accountants, to 
conduct a series of courses on “Effec- 
tive Control through Financial and 
Management Accounting”. Generous 
financial support for this project has 
been received from the Commonwealth 
Bank of Australia, and as a result of 
this support the fees to be charged for 
the courses will be very moderate. 
Full details of the series will be sent 
0members shortly. 


One of the most important functions 


of a professional association is to 
keep its members informed of new de- 
ilopments in their art. There have 
wen such extensive developments in 


eccounting recently that it has been 


fhe Australian Accountant, January, 1957. 


difficult for many members of the pro- 
fession to keep pace with them all. 
The day-to-day demands of business, 
which seem to become more and more 
pressing, often leave little or no time 
for study and research. But just as it 
is the professional society’s duty to 
disseminate information, so it is the 
responsibility of each member of the 
profession to keep himself informed of 
the latest developments in theory and 
practice. The Society believes that the 
courses to be conducted by Professor 
Dixon will help members in no small 


measure to do this. 


The Australian Society of Accoun- 
tants has in the past arranged for a 
number of successful lectures and 
courses to be given to members by 
visitors who have come to Australia 
under the Fulbright scheme. 
sor Dixon’s visit is a more ambitious 
venture, which fully deserves the suc- 


cess that it will undoubtedly achieve. 


Profes- 
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of current event 








After nine years, during which 

period Current Taxation (pub- 

lished by Butterworth & Co. 

(Aust.) Ltd.) has appeared as 
a supplement to the Australian Accoun- 
tant, your publishers have decided that 
the Australian Accountant should once 
again prepare and publish its own 
taxation section. Current Taxation has 
always been, and will continue to be, 
available direct to subscribers from 
Butterworth & Co. It was this fact 
that largely prompted the change that 
has now been made, as your publishers 
felt sure many readers were receiving 
the same taxation material from two 
different sources. Thus, notwithstand- 
ing the technical excellence of Current 
Taxation, it was felt that readers of 
the Australian Accountant would be 
better served if the journal were to 
publish a taxation section not already 
available to members from another 
source. 


It should be emphasised that we will 
not be attempting to compete with the 
existing commercial taxation services. 
The coverage in the Australian 
Accountant’s tax section will be select- 
ive rather than exhaustive, but we be- 
lieve the material to be published will 
be of interest both to the tax specialist 
and to the accountant who wants 
merely to “keep in touch”. 


News items, reports of selected tax 
cases, and taxation articles will appear 
regularly. Mr. R. E, O’Neill, F.A.S.A., 
member of the firm of J. A. L. Gunn 
& Partners, and joint editor with Mr. 
Gunn of Current Taxation, will con- 
tinue to act as Taxation Editor of the 
Australian Accountant, and will con- 
tribute news items to be published 
regularly under the heading “Taxation 
Review”. Mr. D. C. Wilkins, B.Com., 
A.A.S.A., will contribute reports of 
selected tax cases. 


It would be ungracious indeed 4 
close this note without paying tribuk 
to the editors and publishers of Cy. 
rent Taxation, who have served oy 
readers so well, and with whom ® 
have had so long and happy an as» 
ciation. We wish them well in the i 
valuable service that they will m 
doubtedly continue to provide for tk 
accountancy profession, and we recori 
our pleasure that one of the editors ¢ 
Current Taxation is to retain his as» 
ciation with the Australian Accountant, 


Minnie’s millions 

The story of Miss Minnie Mangum, 
middle-aged secretary of the Commo 
wealth Building and Loan Association, 
who over a period of twenty yearn 
embezzled $3 million from her employ- 
ers and devoted it all to “good works’, 
is told in the Saturday Evening Post, 
1 September 1956, 


The methods she used can be imag: 
ined without much difficulty by any 
auditor or accountant knowing the cir 
cumstances of her employment. Th 
important feature of the case is th 
amazing opportunity she was given t) 
defraud her employers. The presidet 
of the Loan Association was a sale 
man, who spent his time outside getting 
business. Everything in the office lt 
left to Miss Mangum. She kept th 
books, she authorised the making @ 
loans to clients, she handled cash ani 
attended to the banking, she hired aul 
fired the office staff. And in hirm 
staff, she was careful to pick girls wh” 
would not get too curious over sl 
trivialities as “lost” ledger cards. (Bu 
eventually she picked a girl who Wa 
cleverer than the rest, and who begal 
to suspect what was going on.) 


An auditor who was asked how sh 
managed to avoid detection for so lon 
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said this: “She was a one-man build- 
ing-and-loan association who had estab- 
lished her own dynasty, in which she 
had absolute control of all money 
accountability. She was the only one 
in the Association who knew anything 
of its internal operation. She was the 
only one an examiner or auditor or 
anyone else could go to with any hope 
of getting an answer. No matter what 
question you asked her, she had a valid 
excuse. We knew everything was in a 
mess, but there was no reason to sus- 
pect stealing.” 

The moral is so obvious as hardly 
to need pointing out: fundamental to 
any method of protection against fraud 
is a proper system of internal check. 
It is reiterated often enough in text- 
books, but how often is it overlooked 
in practice? 


Summer’s here—we hope 

Our correspondent who modestly 
signs herself “I.L.C.”, and who is fre- 
quently moved to verse by the chang- 
ing seasons, has (we think) excelled 


-® herself in this, her latest effort: 


FAREWELL 


Adieu! 

Adieu to Spring. 

Weep not, nor mourning wear. 
Sing, 

Sing for her 

No requiem, nor melancholy air. 


Though blossoms fall, 
And all 
Their rainbow tints must vanish, 
Take heart, 
And hope that with the Spring, 
Intrepid Time may banish— 
Rain drops patter patter pattering; 
Hail stones clatter clatter clattering; 
Storm winds batter batter battering; 
And efficiency experts natter nattering 
On Present day staffs, in terms most unflatter- 
ing. 
L.L.C. 


Who pays the hire purchase tax? 

The Stamps (Hire Purchase Agree- 
ments) Bill received a somewhat un- 
aithusiastic sponsorship in the Vic- 


trian Legislative Council late last 
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year. The Bill, which has now been 
passed, imposed a stamp duty of 1 per 
cent. on the amount financed under hire 
purchase agreements. It also contained 
a clause which prohibited the seller or 
any other person from passing on this 
duty to the purchaser. When the Bill 
was being debated at the committee 
stage, Sir Arthur Warner, Minister for 
Transport and Leader of the Govern- 
ment in the Legislative Council, said: 
“I must admit that very little can be 
done to avoid the passing on of the 
amount of this tax. All the clause deal- 
ing with the matter pretends to do is 
to ensure that a direct charge for stamp 
duty is not levied on a particular hirer. 
The members of the legal fraternity in 
this Chamber are well aware of the 
various methods by which the Govern- 
ment’s intention can be evaded. I am 
sure that every tax imposed, with the 
exception of personal income tax, is 
recovered by the manufacturer or 
vendor. I agree with Mr. Byrnes that 
possibly a number of clauses could be 
improved. The method of defining the 
purchase price upon which the terms 
are charged is not as clear as it could 
be. I am authorised by the Premier 
to give an assurance that the matter 
will be reconsidered in the light of 
experience in the next few weeks and 
that, if necessary, a Bill will be intro- 
duced next session to modify any de- 
fects that have been discovered.” 


Education for the profession 

In U.S.A., the description “Certified 
Public Accountant” is conferred on 
those who comply with (inter alia) 
two major requirements: 
(a) passing an examination in accoun- 
tancy (nearly all states have 
adopted the uniform C.P.A. exam- 
ination set by the American Insti- 
tute of Accountants); and 
obtaining certain practical experi- 
ence, the nature and extent of 
which varies considerably from 
state to state. 


Future Certified Public Accountants 
will have to take post-graduate train- 
ing in university schools of business 
administration, if states adopt the 
recommendations of an independent 


(b) 
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commission of leading accountants and 
educationists. This is one of the recom- 
mendations of the Commission on 
Standards of Education and Experi- 
ence for Certified Public Accountants, 
whose report has recently been pub- 
lished by the Bureau of Business Re- 
search, University of Michigan. 


The Commission concludes that “the 
increasing scope and responsibility of 
public accounting practice demand 
much more comprehensive and intens- 
ive training than is now required by 
C.P.A, laws and regulations.” But it 
also notes that nowadays new C.P.A.’s 
are far better educated than the laws 
require them to be. The Commission 
reports that although only a few states 
require education beyond high school, 
83 per cent. of the candidates who 
passed the C.P.A. examination in May 
1953 were college (i.e. university) 
graduates, and 9 per cent. had studied 
in graduate schools. 


As a long-range goal, the Commis- 
sion proposes that each state should 
consider revising its laws to set up 
the following qualifications for admis- 
sion to practice as a Certified Public 
Accountant: 


(a) College graduation, with substan- 
tial study in the humanities and 
social sciences as well as in 
accounting and other business sub- 
jects. 

A special examination to guide 
schools of business in selecting 
students qualified for an advanced 
professional programme. 
Post-graduate professional study 
in university schools of business 
administration specifically de- 
signed as preparation for public 
accounting. 

An internship of approximately 
three months of practical experi- 
ence in a firm of Certified Public 
Accountants as part of the pro- 
fessional training programme, 
Passing the uniform C.P.A. exam- 
ination. 


In general, these recommendations 
may be fairly summarised as meaning 


(e) 


4 


much higher educational qualifications, 
but greatly reduced experience re 
quirements. Five of the twenty-foy 
members of the Commission disagree 
with this latter aspect of the recom. 
mendations: they regard practical 
experience as necessary to the develop. 
ment of the competence which the 
C.P.A. certificate should represent, 


The Commission puts the above re 
commendations forward as a _ long 
range goal, As a “transitional goal” 
it recommends that each state should 
consider laws requiring university 
graduation with an accounting major, 
or an equivalent programme after 
graduation, before a_ candidate is 
allowed to sit for the C.P.A. examina. 
tion. It recommends that the C.P.A. 
certificate should be granted to a can- 
didate who passes the examination, 
after he has completed two years of 
public accounting experience under a 
practising C.P.A, 


Selling wheat 

One of the obscure provisions of the 
new trade agreement with the United 
Kingdom was the latter’s obligation 
to buy 750,000 tons of Australian 
wheat a year “on commercial terms”. 
The London Economist reports et- 
couragingly that the poor harvest in 
France would have meant that U.K. 
would have purchased about 700,000 
tons of Australian wheat this season 
in any case. And the comment also 
states that it will be a simple matter 
for U.K. millers to purchase more of 
our wheat instead of other soft wheats, 
given competitive prices. Over the last 
three years, imports of Australian 
wheat and flour have averaged only 
530,000 tons. But the comment doesn't 
give any hint as to what means are t§jj 
be adopted, if any, to see that the 
British buyers change their buying 
naan, “simple” as such a change may 
e. 


Territory prosperity 

New Guinea’s prosperity largely de 
pends on the price she can obtain for 
her copra exports. For some years, #) 
the price has been supported by the 
British Ministry of Food contract, but 
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this arrangement will cease at the end 
of 1957. At present it seems that prices 
may remain profitable, but the risk 
that there could be a significant de- 
dine is indicated by the appointment 
of a Board to administer the existing 
stabilisation funds, if required. For- 
tunately, there is about £24 million 
available, which would provide a sub- 
stantial cushion against an unfavour- 
able price move. The quantity likely 
to be involved is of the order of 100,000 
tons annually. 


Mixed finance 

Another illustration of the Common- 
wealth’s strong financial position 
by comparison with the _ states 
has recently appeared. The federal 
revenue from customs and _ excise 
surces in the first five months 
of the year was well above that 
received in the same months last 
year. Post Office revenue showed a 
similar improvement. But we have 
also read a news item to the effect that 
the New South Wales state govern- 
ment recently had to borrow some 
8 million from the Commonwealth on 
treasury bills to meet commitments. 
The Queensland government also bor- 
rowed a substantial sum for a similar 
purpose—to meet the state wages bill. 
While these borrowings are only tem- 
porary, and the states will receive 
ough income later in the financial 
year to finance repayment, it seems an 
msatisfactory situation, and empha- 
sises the different financial strengths of 
Commonwealth and states once again. 


Stimulating savings 

_The recent rise of one half per cent. 
in the interest rates payable on 24- 
month term deposits by the trading 
lanks is a significant move. It is in 
line with the general economic need 
» encourage the Australian people to 
“ve more, Simple evidence that this 
Wliey is having effect is available in 
he trend of bank deposits since the 
kneral rise in term deposit rates early 
21956. From March to October, such 
"tm deposits in Australian banks rose 
ubstantially, while non-interest bear- 
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ing deposits actually declined. The 
extra half per cent. on the longest term 
may help to hold these deposits for the 
full two years. The change also brings 
the banks into a somewhat stronger 
competitive position in relation to other 
borrowers, just at a time when the lat- 
ter show evidence of trimming their 
rates. It is therefore possible that the 
banks will attract a substantial part of 
the large seasonal accumulations of 
funds (as they used to do). Although 
the banks cannot be expected to modify 
their tight lending policy to any great 
degree, it is important that available 
funds should go to the banks if pos- 
sible, because their funds can be con- 
trolled to some extent in the national 
interest, and directed toward high 
priority purposes, by virtue of the 
general oversight of advance policy 
which is exercised by the Common- 
wealth monetary authorities. 


Strategic partner 


Papua-New Guinea is becoming a 
very convenient source of a number of 
commodities which are important for 
Australia. In the year to June last, 
the two territories exported about £12- 
million worth of produce, including a 
number of essential raw materials. The 
most valuable, accounting for more 
than half total exports, were copra and 
coconut oil, but some 7} million lb, of 
rubber, worth about £1.4 million was 
also exported, trochus shell was a sub- 
stantial item, and coffee and cocoa are 
becoming more important as_ these 
crops become better established. Many 
of the exports are useful for Australia 
to buy for her own use, while some 
others, such as timber and gold, are 
valuable dollar earners. 


American disposals 


Not only is the American programme 
of disposing of surplus commodity 
stocks causing concern among coun- 
tries endeavouring to sell such items in 
competition on world markets, but it 
is not entirely welcome in some of the 
receiving countries. For example, the 
Japanese are very doubtful about 
accepting certain surplus agricultural 
products from U.S.A. It is true that 


5 
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Japan could acquire with local currency 
some farm produce which her people 
could use, and could use the proceeds 
of selling the goods for her own in- 
ternal development. However, the 
strings attached are not in Japan’s 
favour. For example, she would have 
to promise to purchase more American 
cotton than she might otherwise wish, 
and not always at favourable prices. 
Another string is that American ships 
have to be patronised, probably at the 
expense of Japan’s own shipping busi- 
ness, which is one of her vital sources 
of oversea earnings. 


Industry slackens 

The excellent reviews of manufac- 
turing industry which now come regu- 
larly from the Australian Department 
of Trade, provide an easily-read, yet 
comprehensive, cover of Australian 
factory activity. The latest review 


covers the period to October, and re- 
flects the slower pace of many of our 
industries. The official measures taken 
in 1956 to check over-expansion have 
apparently taken effect, and the bottle- 


necks and shortages are disappearing. 
Thus, we find that the slower rate of 
house building has been accompanied 
by a lower demand for some building 


materials and for consumer durables 
such as refrigerators, but not for TY 
sets. However, active commerci;) 
building is maintaining demand for 
such items as cement. The motor ya 
hicle industry has shown a definite de 
cline, which affects a number of sup. 
plying industries. But textiles an 
clothing have displayed a comparative 
upturn, by contrast with the rather 
chronic low level of activity from which 
they have suffered in recent years 
while other industries have competed 
more succesfully for the consumer’ 
pound. Import restrictions have 
helped in their case. The Department 
sees a somewhat lower rate of public 
and private investment in the nea 
future, which may continue to exert 
a restraining influence on many indus 
tries. This, of course, is what the 
economic doctors ordered, and will 
mean that business may proceed with 
its plans, confident that labour and 
materials will be available without u- 
due delays, that tenders will be com- 
petitive, that management and labour 
will strive for more efficiency, that e- 
port opportunities will be eagerly 
sought. If some idle resources show up, 
there are plenty of ventures—public 
and private—into which they can k 
quickly absorbed. 


> to Gh ot eee a Ck 
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EDITOR. 


Mr. H. W. Slater, Editor of the Aus- 
tralian Accountant and Research Officer 
of the Australian Society of Accoun- 
tants, has resigned his post in order to 
accept an appointment on the Direct- 
ing Staff of the new Australian Ad- 
ministrative Staff College, of which Sir 
Douglas Copland is the first Principal. 
Mr. Slater will, however, continue to 
act as Editor of this journal for a 
short period, until his successor is ap- 
pointed. 
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RECENT LEGAL DECISIONS 


Presumption of advancement 

Where one person purchases pro- 

rty, and by direction of the purchaser 
the legal title thereto is transferred into 
the name of another person, certain 
presumptions arise. If the legal owner 
is a stranger to the purchaser, there is 
a presumption of a resulting trust and 
the legal owner holds as trustee for the 
purchaser; but if the purchaser is the 
father of, or a person in loco parentis 
to, the legal owner, there is a presump- 
tion of advancement—it is presumed 
from the relationship: between the par- 
ties that the father-purchaser intended 
to purchase the property to advance his 
child, and to make the child the legal 
and beneficial owner of the property. 
This presumption of advancement may 
be rebutted, but more than slight cir- 
cumstances are needed to upset it. 

The question arose in the recent case 
of Charles Marshall Pty. Ltd. v. Grims- 
ley, 30 A.L.J. 273, in which the High 
Court affirmed a decision of the 


_ Court of Victoria (Herring, 
J.). 

A father owned a business, which he 
sold to a company, the purchase con- 
sideration to be satisfied by an issue 


of fully paid shares. He directed the 
company to divide all but a few 
of the shares into five equal par- 
tels, and to allot one such parcel to 
each of himself, his second wife, and 
three daughters, A, B and C. His own 
shares were called founders’ shares, 
and carried controlling rights. 

The shares were allotted accordingly, 
and the five persons registered as 
shareholders. 


Thereafter, the father told A and B 
what he had done, and asked each of 
them to sign various documents, includ- 
ing transfers in blank on the back of 
the certificates, which he said he would 
ok after for them. Dividends were 
paid to A and B by the company ex- 
pt during the depression years in 
the early ’thirties; in those years the 
lather made good to A and B the 
‘mount out of his own funds. He died 


ary, 195° The Australian Accountant, January, 1957. 


L. C, VOUMARD 


in 1953, leaving his shares in the com- 
pany to C and her husband, naming 
them and a solicitor as his executors. 


The share certificates were found 
among his belongings, together with a 
note that the shares were not his pro- 
perty, but that of A and B respectively. 
The shares were disclosed as part of 
the father’s estate for duty purposes, 
but the transfers in blank were com- 
pleted in favour of the executors, and 
the company registered them accord- 
ingly. 

A and B then began an action for the 
rectification of the register, to require 
the company to show them as the own- 
ers of the shares in question, and relied 
on the presumption of advancement al- 
ready referred to. This was contested, 
but the High Court held that, although 
the shares had been acquired origin- 
ally by allotment rather than by pur- 
chase, this made no difference—the 
same presumption arose. There was 
not sufficient evidence to rebut it, and 
A and B, therefore, were entitled to 
the relief claimed. 


Insurance and hire purchase 

The New Zealand case of W. A. Ben- 
nett v: Puna, [1956] N.Z.L.R. 629, 
raises a point which may be of some 
interest to those who are connected 
with hire purchase transactions, at 
least where the agreement contains 
clauses relating to insurance in terms 
identical with or similar to those in 
that case. 

A motor vehicle was “sold” on hire 
purchase terms, and one of the clauses 
in the agreement required the hirer to 
keep the vehicle insured. It was also 
provided, however, that if the hirer, by 
direction of the owner, paid the amount 
of the insurance premium in respect of 
the hired vehicle to the owner, instead 
of to the insurer, the owner would ef- 
fect the insurance or the renewal there- 
of. The hirer duly paid the amount 
of the premium to the owner’s author- 
ised agent, but the owner unfortun- 
ately neglected to renew the policy and 
pay over the premium to the insurer, 
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RECENT LEGAL DECISIONS 


with the result that the policy lapsed. 
Even more unfortunately, the vehicle, 
whilst in an uninsured state, was de- 
stroyed in an accident, and the insurer 
not unnaturally declined liability. 


The unhappy hirer then sought dam- 
ages from the owner for breach of the 
latter’s undertaking to renew the 
policy. The principal defence put for- 
ward was that there was no considera- 
tion for the owner’s promise which, not 
being under seal, could not therefore be 
enforced. To this the hirer answered 
that there was consideration; the con- 
sideration for the owner’s undertak- 
ing was to be found in all the consid- 
eration given by the hirer by virtue of 
the hire purchase agreement—includ- 
ing the hirer’s promise to keep the 
vehicle insured, which promise he had 
performed by paying to the owner’s 
agent the amount of the insurance pre- 
mium payable by him under the agree- 
ment. This commended itself to the 
Court, and accordingly the owner was 
adjudged liable to the hirer in dam- 
ages. 


Abuse of process in bankruptcy 


Rozenbee v. Kronhill, [1956] A.L.R. 
1004, is an instructive case, because in 
its decision the High Court has con- 
sidered the rule that to use, or to at- 
tempt to use, bankruptcy proceedings 
for the purposes of fraud or extortion, 
is an abuse of the process of the court, 
and the court will not therefore on the 
petition of that creditor make a seques- 
tration order. Cases which fall within 
this rule include the case where a 
bankruptcy petition is presented, not 
with the bona fide view of obtaining a 
sequestration order, but for a collateral 
purpose, and with the view of putting 
pressure on the debtor. The object of 
bankruptcy proceedings is to make the 
assets of the debtor available for rate- 
able distribution amongst his credi- 
tors; no creditor is entitled to resort 
to such proceedings for the purpose of 
obtaining some collateral advantage 
for himself. 


The real principle, therefore, is that 
a court will not allow its process to be 
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abused, and there is an abuse of pro. 
cess if a threat of bankruptcy proceed. 
ings is used as a means of extortion, 
But, to quote from the report: “The 
Court will look strictly at the conduct 
of a creditor using or threatening 
bankruptcy proceedings, and extortion 
may be held to have taken place if the 
creditor has used, or attempted to use, 
a pending petition, or a threat of a 
petition, in order to extract from the 
debtor money which the debtor is not 
bound to pay, or in order to obtain 
some secret and unfair advantage over 
other creditors. But extortion will not 
be held to have taken place ‘in the ab- 
sence of mala fides or anything amount- 
ing to oppression in fact.’ There must 
be a real intention on the part of the 
creditor to use the process for some 
other end than its legitimate end, and 
there must be a real exertion of pres 
sure.” (Per Dixon, C.J., Webb and 
Fullagar, JJ. at p. 1006). 

In the instant case a creditor’s peti- 
tion had been presented to the Bank- 
ruptcy.Court, the act of bankruptcy re 
lied on being the execution of a deed of 
assignment by the debtor for the bene 
fit of creditors. The debtors (they 
were four partners) resisted the peti- 
tion on the ground that the petitioning 
creditor had presented it for an im- 
proper purpose, namely to _ extract 
from the debtors a sum of money as 4 
benefit for himself. The creditor had 
not signed the deed, although pressed 
to do so by friends of the debtors, but 
there was no evidence that he had ever 
put pressure on the debtors, nor that 
he had threatened bankruptcy proceed 
ings in order to obtain a secret bene 
fit for himself, nor that in presenting 
the petition he had any other object 1 
view than the due administration of 
the estate in bankruptcy. There was 
in any event, substantial ground for 
thinking, as the Bankruptcy Court did 
that the debtors’ affairs needed inves 
tigation, and that an administration 2 
bankruptcy was therefore preferable 
to an administration under a d 
assignment. Hence the High Court 
dismissed the debtors’ appeal against 
the sequestration order made by th 
Bankruptcy Court. 
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D UPLI TYPE your cheques 


It's the quickest way of writing a cheque — 
with duplicates for recording purposes. 
When you're racing the clock, at the end of 
the month, or at dividend-paying-time .. . 
don't RUSH . . . duplitype your cheques 

on Continuous Stationery. The Duplityper 

is quickly and easily attached to any 
standard typewriter . . . to resume normal 
correspondence, just push back 

the paper holder. 











Telephone JW 1181 
for a Demonstration 
in your office. 


J.J. MILLER 


PRINTING COMPANY PTY. LTD. 


17 JOHN STREET, CLIFTON HILL, VICTORIA 
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HALVE BOOK KEEPING TIME 
with the RUF 


—, ACCOUNTING SYSTEM 


CASH BOOK => 
BANK DEPOSIT Installed at an absolute minimum o 
ix Be cost and inconvenience, the RUF Syster 
conan womens RECEIPT == é makes three records in one stroke, on 
enero oe entirely eliminates posting errors. No 
= j=} == 3 skilled operators are fev 
—— : hours’ tuition converts ordinary clerks 
= 2 & — skilled bookkeepers. Stort the new 
financial year right by contacting Hane 

Nudex now for the full story. 


EACH OF THESE GROUP ENTRIES Is 
MADE IN ONE WRITING. 
Statement Wages Card Receipt 
Ledger A/c. Payroll Deposit Slip 
Journal Employee's Cash Book 
Advice 
There are many other labour and error saving applications, 


427 SPENCER STREET, Ss 


HARVEY NUDEX PTY. LTD. (PP o one TY 3121 


Park your car nearby or catch any Queen Street bus to the door. 





CONFIDENCE HELPS MAKE YOU AN ACCOUNTANT. 


Direct Personal Contact with Sydney’s most experienced 
Accountancy Teacher helps also to acquire this confidence 


Consult Mr. L. W. CHANT, 


12 Spring Street, Sydney 


BU 3237 
for advice regarding Career Problems. 


Accountancy Secretarial — Training facilities are yours 
for the asking. 


PHONE or WRITE — Mr. CHANT for an appointment 
without obligation. 


SSE 
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THE NATURE OF 
ACCOUNTING PRINCIPLES 


TREVOR R. JOHNSTON, Ph.D. (Cantab.), LL.M., B.Com., F.R.A.N.Z. 
Senior Lecturer in Accounting 


Auckland University College 


I 


N Commonwealth countries the term 

“accounting principles” has not the 
same technical significance as in the 
United States, where the term forms 
an important part of the audit certifi- 
cate recommended by the American 
Institute of Accountants and prescribed 
by the Securities and Exchange Com- 
mission; and where, as a result, there 
has been much controversy regarding 
which (if any) of the various rules and 
procedures applied by the accountant 
can be properly described as “prin- 
ciples”. From the point of view of 
the rest of the world these discussions 
have been very interesting in that they 
have helped to draw attention to the 
nature of accounting and the “prin- 
ciples” which the accountant follows in 
practice as the result of his training 
and experience. But while it will be 
relevant, therefore, to refer briefly to 
the developments in America, it should 
also be acknowledged that there is no 
reason why accountants’ elsewhere 
should become concerned about the 
employment of the term “accounting 
principles” as long as they realise that 
such “principles” vary in nature and 
that few, if any, qualify for classifica- 
tion as “fundamental truths”. 


The severe depression of the early 
thirties brought to light improper ac- 
counting practices in America as else- 
Where, and in conjunction with the 
New York Stock Exchange, the Ameri- 
tan Institute of Accountants set about 
drafting a new form of audit certifi- 
tate; in this the opinion was to be ex- 
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pressed as to whether the balance sheet 
and related statement of income and 
surplus fairly presented, “in accord- 
ance with accepted principles of ac- 
counting consistently maintained by 
the company during the year under re- 
view,” its position and the results of 
its operations for the year. This was 
then adopted by nearly all the larger 
accounting firms and later was in sub- 
stance adopted by the Securities and 
Exchange Commission. Prior to these 
developments “principles of account- 
ing” was freely referred to and the 
term caused no confusion among 
students or practitioners; as a title for 
books it was very common and as with 
books purporting to deal with the prin- 
ciples of other subjects no attempt was 
even made to define “principles”; but 
in the years following there was a spate 
of articles and considerable discussion 
on this topic among accountants and 
others, for as Gilman points out, 
“many who had perhaps taken it for 
granted that such principles, if neces- 
sary, could be codified and defined, 
now awoke to the dismaying revelation 
that such a task was one of major dif- 
ficulty.”! He refers to six attempts 
made within the following four years 
to enumerate the principles of account- 
ing, the number of principles men- 
tioned varying from five to twenty- 
five; he also mentions the despair ex- 
pressed by some accountants of ever 
reaching an agreement upon a code of 
principles: for example Greer referred 
to the “difficulty of choice between 
equally defensible alternatives, the im- 





1. Accounting Concepts of Profit, p. 171. 
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possibility of exactness in measuring 
values and results, the inevitability of 
compromise and approximation.”? 

At the same time there were many 
attempts at finding a satisfactory de- 
finition for “principles of accounting” ; 
these varied and depended largely on 
whether “principle” was taken to mean 
“a fundamental truth or proposition’ 
or “a general law or rule adopted or 
professed as a guide to action; a settled 
ground or basis of conduct or prac- 
tice.” Among those who submitted 
that the latter definition was the sig- 
nificant one was Mr. George O. May, 
and in 1940 a Committee on Termin- 
ology (of the American Institute of 
Accountants), of which he was chair- 
man, reported that this definition came 
nearer to describing what most accoun- 
tants mean by the word “principle”. 
Their report concluded: 

In so far, therefore, as “principle” continues 
to be a necessary word to accounting discus- 
sion, care should constantly be taken to make 
it clear that, as applied to accounting rules of 
practice, it does not connote a law of that 
high order from which there is no appeal. An 
accounting principle is not a principle in the 
sense that it admits of no variation, nor in the 
sense that it cannot conflict with other 
principles. The analogy to principles of law 
suggests itself; they frequently conflict with 
each other, and in many cases the question is 
which of several partially relevant principles 
has determining applicability. This situation 
is so familiar in law that it is surprising to 
find it giving rise to any question in account- 
ing.* 





2. Quoted by Gilman from “To What Extent 
Can the Practice of Accounting be Reduced 
to Rules and Standards”, by Howard C. 
Greer, Journal of Accountancy, March 
1938, p. 213. 

. G R. Byrne defined “accounting 
principles” as “the fundamental concepts 
on which accounting as an organised body 
of knowledge, rests. Like the axioms of 
geometry, they are few in number and 
general in terms; they possess. the 
distinguishing characteristic of a com- 
pelling and coercive nature, and they are 
the foundation upon which the super- 
structure of accounting rules, practices 
and conventions is built.” Journal of 
Accountancy, Nov. 1937, p. 368. 

. Accounting Research Bulletin No. 7 (Nov. 
1940). 


This analogy between the “principles 
of accounting” and legal principles has 
often since been suggested by May ané 
is also repeatedly referred to by Gil. 
man;®> (The similarities and difference 
are discussed in more detail later jp 
this article.) 

Since September 1939 the Committe 
on Accounting Practice of the Ameri. 
can Institute of Accountants has issue 
“Accounting Research Bulletins” ; these 
have not been labelled as “principles” 
like their English counterpart for ob 
vious reasons, but are of a similar 
nature. May points out that in recent 
years the accountancy profession in 
America has given much consideration 
to research in financial accounting be 
cause accountants have been faced with 
“the probability that the canons of 
their art would be fixed on the basis 
of academic opinion or _ regulatory 
authority unless they themselves as 
sumed a large responsibility in the 
matter.” The academic opinion to 
which he refers is strongly voiced 
through the American Accounting As- 
sociation whose Committee on Con 
cepts and Standards underlying Cor- 
porate Financial Statements has is 
sued several “Statements” and “Sup 
plementary Statements”. The regula- 
tory authority is the Security and Ex- 
change Commission which _ issues 
periodic “releases’’. 


II 


In other countries there may not have 
been any technical problems arising out 
of the employment of the words “at- 
counting principles” as part of 4 
statute, regulation or certificate, but 
the experiences of the depression and 
particularly the Kylsant Case have led 
to attempts being made to analyse 
(and rationalise) the accounting pre 
cesses. From the practitioner's point 








5. Op. cit. pp. 168-9, 596. Gilman, however, 
distinguishes between principles properly 
so called and the “rules”, “doctrines, 
“conventions”, “standards” and “prac 
tices” followed by the accountant. His 
treatment of “doctrines” and “conven 
tions” has been adopted by Australian 
writers including A. A. Fitzgerald, Gold- 
berg, Yorston and Irish. 

6. Accounting Research, Vol. 1, No. 1, p- 16 
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of view the major development has 
been the issuing in England by the 
Institute of Chartered Accountants’ 
Taxation and Research Committee 
since 1942 of the “Recommendations 
on Accounting Principles.” These have 
been adopted and reissued almost ver- 
patim by the leading accountancy 
bodies in Australia and New Zealand; 
and some have been incorporated in 
the English 1948 Companies Act and 
the New Zealand Companies Act 1955. 
But such “recommendations” are far 
from being a comprehensive code, and 
it has never been intended that they 
should be. 

These “recommendations” relate to 
“what is regarded as the best prac- 
tice’;? they are in the main “prin- 
ciples” of the “lower order” as de- 
scribed by the American Institute— 
general (and detailed) rules adopted 
as a guide to action. 


ITI 


The question still to be answered, how- 
ever, is whether there are any prin- 
ciples in the sense of “fundamental 


truths”. Professor Bray has distin- 
guished between technical practices of 
the type recommended by the accoun- 
tancy bodies and the following “prin- 
ciples” which he suggests are “funda- 
mental” and not merely “guides to 
action” :§ 

(i) “the familiar idea of double 
entry [which] is quite fun- 
damental to accounting 
theory” ; 

(ii) “the entity notion of account- 
ing theory”; 

(iii) “the continuing entity con- 
cept” ; 

(iv) “accounting should be a com- 
plete, consistent, and logical 
system”; 





1. “Preamble” to the first issue of “Recom- 
mendations” (U.K.). 

8. The first five mentioned were referred to 
in “Accounting Principles”, Accounting 
Research, Oct. 1951, p. 353; the sixth and 
seventh in “An Accounting Pr ssion”, 
Accounting Research, April 1958, p. 142. 
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(v) “the two general economic con- 
cepts of periodic income and of 
wealth [are] central and fun- 
damental to the practice of 
accounting”; 

(vi) “the application of accounting 
periods” ; 

(vii) “the dependency of income 
measurement on realisation in- 
volving cost sterilisation of un- 
completed transactions.” 


It is granted that these ideas involve 
generalisations of a different order 
from most of the rules enunciated as 
“recommendations”, but it is sub- 
mitted that to suggest that they are 
all fundamental to accounting would 
mean that accounting is a very much 
narrower subject than it is at present 
understood to be by the majority of 
accountants or laymen. 

If the double entry technique is ap- 
plied, which most would agree should 
be done, it is a “principle” of that tech- 
nique that there be a corresponding 
debit for every credit, but that is 
merely the basic assumption of the 
technique; sometimes this technique is 
not employed—accounts are kept in 
the form of schedules, lists, simply a 
cash book, or on a “single entry” sys- 
tem—yet this does not mean that the 
processes are not accounting. 

The entity notion in accounting is 
like the notion of a legal person in law; 
on the one hand it is a convenient as- 
sumption which removes an important 
variable and thus makes it possible to 
develop “principles” more systematic- 
ally and consistently than if all kinds 
of persons and bodies were treated as 
unique;® on the other hand, in the 
same way as in practice it is the rights 
and duties of legal entities with which 
persons are primarily concerned, so it 
is information regarding entities which 
is mainly required of accounting, and 
to this extent it is admitted that for 
most purposes it is a primary notion. 

“Continuity” is another convenient 
assumption which, if adopted, makes 
possible for most purposes the enuncia- 
tion and application of more logically 





9. Cf. R. J. Chambers, Australian Account- 
ant, July 1952, p. 215. 
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consistent detailed rules; but not all 
entities are continuing entities; many 
are formed for short ventures only, 
and the number of rearrangements and 
reconstructions which take place an- 
nually suggests that reliance on this 
assumption for accounting for pro- 
prietorship claims may not always be 
the ideal. 

“Consistency”, as Bray suggests, in- 
volves a normative judgment—‘“Ac- 
counting should be . . consistent” 
(and logical)—but there are as yet 
recognised rules of accounting which 
conflict with this “principle” like 
the cost-or-market rule for valuing 
stock; and many items in accounts de- 
pend on decisions of directors which 
may not be consistent, such as the 
amount to be written off as deprecia- 
tion (and generally the value of 
stock!). To the accountant their de- 
cisions may not be consistent but they 
must be recorded, and unless the audi- 
tor has some legal support it will be 
difficult for him to object. 

The fifth “principle” also involves a 
normative judgment; but whether the 
general economic concepts of income 
and wealth are the most relevant will 
depend on the purpose for which ac- 
counts are required; parties may by 
contract define the terms on which they 
are going to conduct their business or 
custom may have an important bear- 
ing; and the government and those 
concerned with other entities are often 
content with cash records and state- 
ments. Are all financial records and 
calculations which ignore the concepts 
mentioned to be denied the name of 
accounting? 

The accounting period “principle” 
is a convention which has become im- 
portant for various reasons and again 
its applicability depends on the pur- 
pose for which the accounts are re- 
quired. The contractual interests of 
proprietors, taxation regulations and 
creditors on the one hand, and manage- 
ment requirements on the other, have 
during recent years led to the demand 
for periodic accounting reports; but 
for many years after the introduction 
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of double-entry bookkeeping sole trad. 
ers saw no need to “balance” their ag. 
counts regularly—yet their procesge 
had every right to be called accounting, 

The rule that income measurement 
depends on realisation is again a nor. 
mative judgment; this has been con. 
sidered to be good business practice for 
many years and appears to have its 
origin in the mercantilist theory that 
profit can arise only on alienation;” 
today the major factor is most likely 
objectivity. However, the rule is often 
departed from, and with universal ap- 
proval in the case of long term con. 
tracts; but no one suggests that the re 
cords including such estimates are not 
to be called accounting. 

It is submitted therefore that these 
accounting “principles” are not “fun- 
damental”, but are either technical as- 
sumptions or normative generalisa- 
tions (or both) which, other things 
being equal, are followed in what is 
considered to be good practice in ac 
counting for the purposes for which 
accounts are at present mainly re 
quired. 

IV 


Other writers have attempted to de 
duce basic postulates. George O. May 
stated in 1950 that perhaps the three 
most fundamental postulates of ac- 
counting accepted at that time were: 


1. that the entire income from sale 
arises at the moment when realisa- 
tion is deemed to take place; 

. that fluctuations in value of the 
monetary unit which is the ac- 
counting symbol may properly be 
ignored; 

. that in the absence of actual evi- 
dence to the contrary, the prospec- 
tive life of the enterprise may be 
deemed to be indefinitely long.” 


He said that clearly the validity of 
these postulates could not be vindicated 
by appeals to truth; they are working 
hypotheses that are currently accepted 
as useful—a part of the “framework 
of assumptions” on which accounting 
determinations rest; the question 


10. See Eric Roll, A History of Economic 
Thought, p. 101. 
11. Journal of Accountancy, May, 1950. 
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whether they continue to be useful is 
always open to reconsideration. The 
second postulate is questionable: fluc- 
tuations in the value of the monetary 
unit have been ignored in accounting 
—that is a statement of fact; it is only 
recently that those defending the his- 
torical cost system have attempted to 
rationalise their position by stating 
categorically that they “may properly 
be ignored”. 

Professor R. J. Chambers has sug- 
gested as the first postulate of account- 
ing: “Accounting is a fact-finding 
function, the aim of which is to assist 
in the financial management of enter- 
prises by whatever means management 
considers adequate.”’* Another Aus- 
tralian has submitted that the basic as- 
sumptions of the theory relating to ac- 
counting are three in number, and that 
from these two corollaries are deriv- 
able: 

1. the firm or business exists to earn income; 
the firm is a continuous entity (intends to 
live indefinitely) ; 

. the future is uncertain; 

. the necessity to estimate income per time 
period arises from assumptions 1 and 2; 

. the necessity to exercise caution and so 
allow for the uncertainty factor when 
making actual estimates of income indicates 
the effect of assumption 3 on the corollary 
above.” 


Both these suggestions are too narrow: 
Chambers unnecessarily limits the 
“fact finding” to what is required by 
management; even if this is construed 
broadly to mean administration of all 
kinds of enterprises, it is not only ad- 
ministraters who require the facts. 
Morgan refers to the firm or business 
which is also too restrictive and again 
the suggestion that “continuity” is a 
“basic” postulate is questioned. 





12. Australian Accountant, Sep. 1950, p. 354; 
or more recently: “(c) statements in 
monetary terms of the transactions and 
relationships of the entity are one means 
of facilitating rational management; (d) 
the derivation of such statements is a 
service function”. Australian Accountant, 
Sept. 1955, p. 381. 

13. F. R. Morgan, Australian Accountant, 
Jan. 1953, p. 23. 
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It is submitted, however, that all 
these suggestions do assist us to ar- 
rive at the following broad generalisa- 
tions which help to explain the reasons 
for most accounting “principles” : 

(i) Various parties require in- 
formation regarding entities 
of all kinds. 

Such information includes 
financial information which 
may be obtained by recording, 
analysing and_ interpreting 
financial transactions  (i.e., 
which can be measured or ex- 
pressed in monetary terms) 
actual or imputed. 

The nature of the financial in- 
formation required of ac- 
counting will depend on 
several variables: 

(a) the interests of the par- 
ties or the purpose for 
which it is required; 

the relative objectivity 
of the different kinds of 
information obtainable; 


the relative ease with 
which the different kinds 
of information can be ob- 
tained ; 

psychological considera- 
tions (for example, some 
persons only wish to 
know “the worst” (see 
(vi) below); for wage 
fixing different informa- 
tion from that required 
for other purposes may 
be economically desirable, 
but trade unions are sus- 
picious of special pur- 
pose accounts; there are 
similar problems regard- 
ing income tax and price 
control requirements). 


To these may be added the following 
general observations: 

(iv) Experience shows that 
periodic reports on an entity 
in the form of a balance sheet 
and profit and loss account 
are required for most pur- 
poses; but the information re- 
quired in the balance sheets 


(ii) 


(b) 


(c) 
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and profit and loss accounts 
will depend on the variables 
mentioned in (iii). 

For some purposes objec- 
tivity and certainty may be 
considered more important 
than economic considerations 
and vice versa—(hence, for 
example, the use of past re- 
cords as a guide to future 
policy, and as regards past re- 
cords the insistence for pro- 
prietorship purposes on the 
historical cost basis for both 
balance sheet and profit and 
loss account; and for social 
accounting and some manage- 
ment purposes on approxi- 
mate “real costs’’). 

For some purposes and by 
some people conservatism is 
considered more important 
than objective measurement 
of profit; owners aim at en- 
suring that they avoid the 
risk of withdrawal of un- 
earned profits which may 
mean the loss of control of 
their entity;'* creditors aim 
at counterbalancing the over- 
optimism of borrowers. 

For most purposes and in 
most instances it may be as- 
sumed that consistency in the 
application of the various 
rules of measurement will lead 
to greater accuracy; but 
sometimes this does not hap- 
pen. (For example consis- 
tent under-valuation of stock, 
or application of LIFO method 
of stock valuation will pro- 
duce distorted results if the 
volume of stock varies to any 
appreciable extent.) 


Accounting generally involves 


(viii) 
estimates regarding which 





14. The possibility of loss of control must be 
a very big factor under some circum- 
stances; a large concern may be able to 
borrow money or raise more capital with- 
out disturbing or affecting the position of 
those in control; but it is otherwise with 
small businesses in whatever legal form 
they operate. 


there may be legitimate dif. 
ferences of opinion, and seme. 
times a choice has to be made 
between two or more methods, 
Disclosure of such estimates 
or the method employed will 
generally minimise misunder- 
standings which might other. 
wise arise. 


V 


This discussion regarding the nature of 
accounting “principles” can be con- 
veniently continued by comparing them 
with legal principles under the common 
law system. First, there are the 
characteristics which they share: both 
have developed as the result of ex- 
perience and the application of logic 
(of a kind) and creative skill on the 
part of accountants and businessmen 
on the one hand and of lawyers of all 
ranks on the other. In English speak- 
ing countries all parties have a dis- 
trust of theoretical generalisation and 
classification.“ This derives partly 
from the method of training in com- 
mon to both professions—that of ap- 
prenticeship rather than reliance on 
academic study. Their task has been 
to continually settle single practical 
issues'® and the “principles” of law 
and accounting have gradually ac- 
cumulated like a coral reef rather than 
deductively from initial, guiding or 
major general principles. 

Much depends on the practitioner (ac- 
countant or lawyer) in theory, whether 
he be acting as counsellor or arbiter,” 





15. Compare Lord Radcliffe: “To begin with 
you must assume that there are major 
principles at the back of which detailed 
rules can be made to conform. I do not 
believe that one can push this very far. 
The English common law seems to me 
rather short on philosophy and rather 
uncertain in logic. Its virtue has lain in 
other things; in its copiousness, in & 
strong sense of the practical, in a readi- 
ness to kep its nose to the grindstone.” 
The Listener (U.K.) 20 Aug. 1953, p. 299. 

. As the Laureate says: 
“the lawless science of the law, 
The codeless myriads of precedent, 
The wilderness of single instances”. 
- Le. as solicitor or judge; advisory account- 
ant or auditor. In R. v. Kylsant and anor 
the “quasi-judicial duty” of an auditor 
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he merely applies the “principles” or 
declares the law, but often he has to 
choose between conflicting alterna- 
tives, and often there is no principle 
which absolutely fits the case or prob- 
lem, so he must work by analogy; the 
final decision depends on human judg- 
ment.’ But with all the uncertainties 
of this state of affairs both accountant 
and lawyer dislike statutory rigidity 
and interference from without with 
their special fields, the mysteries and 
inconsistencies of which they feel they 
alone have been trained to understand. 
Sometimes, however, changes in econo- 
mic and social conditions call for dras- 
tic remedies which the slow evolution- 
ary methods of the lawyer and accoun- 
tant cannot provide; the legislature 
must intervene, but the introduction 
of many new laws will always be diffi- 
cult without the co-operation of these 
professions. 


There are also marked differences. 
The most important of these are the 
authority of the common law, the sanc- 
tions which attend non-compliance with 
it, and the appeal which is possible 
against the decisions of the lawyers 
and lower courts which administer it. 
Both rely on precedent but the main 
legal precedents have an authority 
which is not to be found in any ac- 
counting precedents other than those 
which have been incorporated in 
statutes and, in rare instances, followed 
by the courts. All the works of writers 
are regarded by both lawyer and ac- 
countant as persuasive only, and de- 





was referred to as follows: “Wright J.: 
‘Mr. Morland, you have a sort of judicial 
duty here. You have to certify as an 
auditor, and on you depends the certifica- 
tion of accounts?’—‘You put it high, my 
lord, calling it a judicial duty.’ 

‘Well, I will say quasi-judicial ?’—‘Yes, 
my Lord’.” 


. Legal and accounting “principles” can in 
many ways be compared with the moral 
principles contained in the parables of 
the New Testament which lack certainty 
and consistency and conflict—in other 
words they possess the characteristics of 
the human beings they seek to govern— 
yet for centuries such “principles” have 
influenced the moral conduct of millions. 
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pend for their limited authority (if 
any) on the understanding of the 
author. There is one other source of 
precedent — official pronouncements 
such as “The Highway Code” in the 
United Kingdom and the “Recommen- 
dations on Accounting Principles”. To 
the lawyer both these deal with ques- 
tions of fact, but compliance or non- 
compliance with them would raise the 
presumption of reasonableness, correct- 
ness or fairness, or the opposite, which 
it would be difficult torebut. While to the 
accountant the “Recommendations” are 
merely persuasive in their authority 
and the Council of the Institute “does 
not claim for its recommendations the 
authority of a mandatory injunction,” 
the mere fact that these are official 
pronouncements of such a body does 
tend to raise doubts as to the propriety 
of other practices and for many people 
they carry the same weight and 
authority as law. But regarding most 
matters the accountant as adviser or 
auditor has thus no written record of 
experience which is binding on himself 
or on his client company; and he must 
rely on his own experience and strength 
of character to a far greater degree 
than members of other professions.” 


The sanctions for non-compliance 





19. The Accountant (leading article) 20 
March 1943. Compare, however, the state- 
ments in the same journal that Recom- 
mendation VIII had set “a standard from 
which any departure can be justified by 
special reasons only” (15 July 1944), and 
that Recommendation X “must obviously 
now become standard practice in profes- 
sional and commercial circles” (16 July 
1945). 

. The following remarks of Sir James 
Martin still apply even although made 
over thirty years ago: “The outcome of a 
contest between a board of directors and a 
professional auditor as to what ought or 
ought not to appear in a balance sheet 
and the nature of the auditor’s report 
thereon depends very largely upon the 
auditor’s strength of character. If by 
nature he be weak, his report may reflect 
his weakness; if, on the other hand, he be 
strong and reliable, his certificate will 
embody his personal characteristics. It 
is impossible to obtain an inviolable safe- 
guard against the weakness of human 
nature.” Accountancy, November 1922, 
pp. 26-27. 
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with the law vary, but whatever de- 
cision the court may reach the judge 
need have no fear of losing his position. 
The one sanction that an auditor can 
use is that of refusing to give a 
“clean” report; this may be very effec- 
tive if the company is a public one, for 
the press is only too glad to give pub- 
licity to any shortcomings mentioned 
in an auditor’s report. But as the audi- 
tor’s relations with a company are by 
contract his position is never entirely 
secur’, and under the present system 
the power of the directors has always 
to be reckoned with, whatever safe- 
guards may be provided. 


The other difference mentioned is 
that there is no appeal from a decision 
of an auditor?! and no means of apply- 
ing to a higher authority for a ruling 
as to the meaning of a particular “prin- 
ciple” or the manner in which it should 
be applied in a particular case; there 
are no higher authorities—the public 
accountant is in effect both a counsellor 
and a final arbiter, and to the extent 
that he may ignore or adopt the “prin- 


ciples” to suit circumstances is his own 


legislator. But the strength of the 
common law system arises largely be- 
cause if a lawyer is in doubt about 
questions of law he may apply to a 
court for a ruling, or appeal against 
the decision of a lower court, and at all 
times the courts will be presided over 
by those who are still regarded as 





members of his profession but are yet 
independent of it. 


The primary virtues of “principles” 
of this kind are their flexibility and 
vitality as opposed to the rigidity of 
logically constructed written codes, 
But one problem still remains: at all 
times there have been lawyers who en- 
phasise the letter rather than the 
spirit of many legal rules and resist 
any changes that become necessary as 
social needs develop; likewise many ac- 
countants have come to regard the 
body of “principles” that have gradu- 
ally been built up as ends in them- 
selves, rather than as depending for 
their ultimate authority on their truth 
or usefulness. The point is well illus- 
trated by Lord Justice Devlin. He re 
cently pointed out that a lawyer starts 
“by telling himself that he construes 
contracts so as to ascertain the inten- 
tions of the parties; but before long he 
has invented canons of construction 
and other rules which make it easier 
for himself, but much more difficult for 
the parties who do not know the 
rules.”22. The underlying aim is prob- 
ably objectivity. Rigidity and regu- 
lar patterns appear to be objective and 
are pleasing to the human mind, and 
for these reasons the economist, law- 
yer or accountant sets up systems of 
principles and rules from which he be 
comes reluctant to depart. “He may 
start close to his subject but because 
it is alive, illogical and contrary, it is 
likely to slip and slither out of the 


21. This has become more important since the pattern he devises for it.” 


position of the auditors has_ been 
strengthened by statute. 22. 





14 Modern Law Review, (1951), p. 250. 





INDEX 
An index to Volume 26 (January to 
December 1956) will be published as a 
supplement to the February issue of 
this journal. 
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NO MORE 
“CURRENT TAXATION’ 


SUPPLEMENTS WILL APPEAR IN THE 
“AUSTRALIAN ACCOUNTANT” 


but arrangements have been made for MEMBERS of the 
AUSTRALIAN SOCIETY OF ACCOUNTANTS to 
receive the monthly issues from January 1957 posted direct 
for a nominal subscription. 


All members of the Australian Society of Accountants who wish to 
take advantage of this arrangement are asked to complete and mail 
the counterfoil below. 


CUT ALONG THIS LINE 


As a Member of the AUSTRALIAN SOCIETY OF ACCOUNTANTS 
from January 1957 mail the monthly parts of CURRENT TAXATION and 
charge my account with special annual subscription of 21s. 6d. 





ADDRESS... 





Mail to: 


BUTTERWORTH & CO. (Australia) LTD. 
Box 1510 G.P.O. SYDNEY 
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Section 107 tax free dividends 

Section 107 of the Income Tax 
Assessment Act specifies the following 
amounts as being amounts from which 
tax-free dividends may be distributed 
to shareholders: 

(a) any amount of income in respect 
to which the company has incurred 
a liability to undistributed income 
tax prior to the inception of the 
Assessment Act of 1936; 
an amount of income derived prior 
to 1 July 1947 in respect of which 
the company has incurred a liabil- 
ity to undistributed income tax 
— the 1936 Assessment Act; 
an 
the residue of income derived dur- 
ing any of the years of income 
which ended on 30 June 1948 to 
1951, both inclusive, which was 
subject to undistributed income 
tax at the shareholders’ graduated 
rates of tax, after deducting the 
amount of undistributed income 
tax charged on that income. 

To be exempt dividends paid out of 
any of the above amounts had to be 
paid “wholly and exclusively” out of 
one or more of those amounts. The 
requirement that the dividend should 
be paid wholly and exclusively out of 
the taxed funds has been abolished by 
an amendment made to s.107 by the 
Assessment Act (No. 3) 1956. Under 
the section as now amended provision 
is made that a part of a dividend paid 
out of the taxed funds is exempt to the 
extent to which the dividend is so paid. 
The amendment first applies to assess- 
ments in respect of income of the year 
of income that commenced on 1 July 
1956, and in respect of all subsequent 
years. It must, however, be noted that 
tax-free s.107 dividends must still be 
paid before 1 January 1963. 


The amendments made to s.107 also 
tepeal sub-section (2) of that section 
with the result that there is removed 
from the law the requirement in respect 
of dividends paid out of 1948-1951 taxed 
profits, that the shares on which the 
dividend is paid should be the same 
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shares by reference to which the un- 
distributed income tax was calculated. 
The repeal of sub-section (2) also com- 
mences to apply in assessments based 
on the income of the year of income 
that commenced on 1 July 1956. 


Losses prior to bankruptcy 

Section 80 of the Income Tax Assess- 

ment Act allows a deduction in respect 
of losses incurred by taxpayers in the 
seven years preceding the year of in- 
come. However, s.80(4) provides that 
a taxpayer who has become bankrupt 
or has been released from debts by 
the operation of the Bankruptcy Act 
should not be entitled to claim for the 
losses incurred by him prior to bank- 
ruptcy or release. This provision oper- 
ates adversely against the taxpayer 
who voluntarily makes a payment in 
respect of debts from which he has 
been released. To get rid of this effect 
of the law s.80 has been amended by 
the Assessment Act (No. 3) 1956 to 
allow the taxpayer a deduction of any 
payment to the extent to which the 
Commissioner is satisfied that those 
payments have been made in respect 
of a debt that was taken into account 
in the calculation of a loss incurred 
prior to the taxpayer’s bankruptcy or 
release. The conditions attaching to 
this new allowance are: 

(a) that the debt should have been 
incurred in one of the seven years 
preceding the year of payment; 
and 

(b) that the total deductions under 
the new provision should not ex- 
ceed the total deductions which, 
but for the prohibition of sub- 
section (4), would have been de- 
ductible from the taxpayer’s in- 
come. 

These amendments first apply in 
assessments based on income of the 

year of income ended 30 June 1957. 


Uniform tax challenge 

The New South Wales Government 
announced its decision last November 
to join Victoria in challenging the 


17 





TAXATION REVIEW 


validity of the Commonwealth uniform 
taxation legislation. 

The fact that the governments of 
two states with diverse political colours 
have felt compelled to challenge Com- 
monwealth supremacy in the field of 
income tax emphasises the unhappy 
position into which the Commenwealth- 
state financial relationships have fallen. 
Whether a High Court action will have 
any effect in restoring harmony to 
these relationships within the Federal 
structure is a moot point, but the 
necessity for some action to restore 
and preserve state rights is under- 
lined. 


Land tax for New South Wales 


The Land Tax Management Act 1956, 
and the Land Tax Act 1956, both of 
which received the Royal Assent on 
31 October 1956, impose a tax on the 
unimproved value of land in New South 
Wales. In drawing up the measure 
the Government of New South Wales 
had regard to the Commonwealth land 
tax legislation which ceased to operate 
in 1952 and to similar legislation in 
other States. The tax is levied on the 
aggregate of the unimproved value of 
all land situated in New South Wales 
owned by any person or company at 
midnight on 31 October each year, the 
tax year running from 1 November to 
381 October. The first year of tax 
commenced on 1 November, 1956, and 
returns of land owned were required 
to be made before 27 December, 1956. 

Apart from many specific exemptions 
specified in the Act, provision is made 
for a statutory exemption as follows: 
(a) Land used for primary production 

purposes (where no other land is 

owned) — 

Where the total unimproved value 

of all land owned— 

is £10,000 or less—fully exempt; 

lies between £10,000 and £15,000 
—a deduction of £10,000 less £2 
for each £1 by which unim- 
proved value exceeds £10,000; 

is £15,000 or more—nil exemption, 


Other land (where no land used 
for primary production is owned) 
Where the total unimproved value 
of all land owned— 


is £5,000 or less—fully exempt; 

lies between £5,000 and £7,500— 
a deduction of £5,000 less £2 for 
each £1 by which the unim. 
proved value exceeds £5,000; 

is ~/,000 or more—nil exemption, 


Composite holdings (where both 

types of land are owned)— 

Where the total unimproved value 

of all land owned— 

is £5,000 or less—fully exempt; 

lies between £5,000 and £15,000— 
partial exemption, having re 
gard to the proportion each type 
of land bears to the whole; 

is £15,000 or more—nil exemption. 


Registered merino sheep studs— 
In addition to the deduction (if 
anv) provided for in (a) or (¢) 
above, a further deduction of an 
amount calculated at the rate of 8 
for every stud merino ewe regis- 
tered in the New South Wales Sec- 
tion of the Australian Stud Merino 
Flock Register as owned at 31 
December, 1955. 

The unimproved value of a parcel 


of land for land tax purposes is the 
unimproved value which as at mid 


night on 31 October, 1956, appeared 


in: 

(a) the valuation list last furnished 
to a Shire or Municipal Council 
by the Valuer-General; or 

in areas not valued by the Valuer- 
General, the valuation book of 4 
Shire or Municipal Council in 
force for the rating year 1956; 
or 

in the unincorporated areas of 
the Western Division, the valu 
tion roll kept by the Wester 
Lands Commissioner. 


As the tax is levied on ownership 
of land, it was necessary because of 
the complexities relating to the tenure 
of land to define in some detail the 
various types of ownership or inter- 
ests which attract tax, and the post 
tion may be summarised very briefly 
as follows: 


(a) Joint owners, etc.—Means Ppe- 
sons who own land jointly or 2 
common and includes persons who 
have a life or greater interest 
shares of income from the land. 


(b) 


(c) 
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Where persons who own land 
individually use such land in part- 
nership, they are deemed, for the 
purposes of land tax, to be joint 
owners of such land. 

A return must be furnished for 
the joint ownership and, in addi- 
tion, each joint owner must in- 
clude in his separate return his 
proportion of the jointly-owned 
land as well as other land owned by 
him individually. 
Trustees—Includes executors, ad- 
ministrators, guardians, commit- 
tees, receivers and liquidators. A 
separate return must be lodged for 
each trust. 

Beneficiaries under trusts, settle- 
ments and wills—Returns are not 
required by annuitants but life 
tenants and others who derive an 
interest in land under trusts, 


(other than under a lease for life) 
to the exclusion of remaindermen 
or reversioners; 

(iv) any person owning an equit- 
able estate in land; 

(v) any purchaser of land so soon 
as he has obtained possession of 
the land; 

(vi) a vendor of land, until posses- 
sion of the land has been delivered 
to the purchaser and at least 15 
per cent. of the purchase money 
paid, unless exempted by the Com- 
missioner; 

(vii) any person receiving (e.g. as 
beneficiary) the income from a 
business carried on on land by 
some other person who is the legal 
owner of the land (e.g. a trustee). 


Companies 
Every company which is a taxpayer 
must, unless exempted by the Commis- 


Tino settlements and wills must furnish sioner, be represented by a “public 
t 31 returns including their interest officer” in New South Wales and any 
under the trust, settlement or will, “public officer” is answerable for doing 
arcel as well as any other land owned ill things required of companies under 
» the by them either individually or as the Act. Companies which consist of 
mid- joint owners. substantially the same shareholders are 
ared Persons deemed to be owners— _ liable to be assessed as a single com- 
These include: pany. 
‘shed (i) any person to whom the 
uneil Crown has contracted to grant ates of tax 
the fee simple of any land, e.g. The rates of taxation are contained in 
joer: Conditional Purchases, Settlement the Land Tax Act 1956, and the values 
of 2 Purchases, etc. ; scheduled in that Act are taxable values, 
1 in (ii) any person who holds a lease _ i.e. values after deduction of the gen- 
1956: in perpetuity from the Crown; eral exemption where applicable. The 
‘ (iii) any person owning a free- rates of tax are set out in the accom- 
+." hold estate less than the fee simple panying table. 
alua- Taxable Value Rate 
£ 
on 0-2,500 1d. in the £. 
rship 2,500-5,000 £10/8/4 + 14d. in the £ in excess of £2,500. 
- of 5,000-10,000 £26/0/10 + 2d. in the £ in excess of £5,000. 
mute 10,000-15,000 £67/14/2 + 24d. in the £ in excess of £10,000. 
1 the 15,000-—20,000 £119/15/10 + 3d. in the £ in excess of £15,000. 
inter- 20,000-25,000 £182/5/10 + 34d. in the £ in excess of £20,000. 
posi- 25,000-30,000 £255/4/2 + 4d. in the £ in excess of £25,000. 
riefly 30,000-35,000 £338/10/10 + 43d. in the £ in excess of £30,000. 
‘ 35,000—40,000 £432/5/10 + 5d. in the £ in excess of £35,000. 
.. 40,000-—45,000 £536/9/2 + 52d. in the £ in excess of £40,090. 
p< 45,000-50,000 £651/0/10 + 6d. in the £ in excess of £45.000. 
who 50,000-55,000 £776/0/10 + Gad. in the £ in excess of £50,000. 
<a in 55,000-60,000 £911/9/2 + 7d. in the £ in excess of £55.000. 
60,000-65,000 £1,057/5/10 + 74d. in the £ in excess of £60,000. 


land. 


65,000 and over £1,213/10/10 + 8d. in the £ in excess of £65,000. 


1, 1951. 
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The following examples illustrate 
the actual rate in the £ for certain 
values. At £15,000 the tax is equivalent 
to 1.9d. in the £; at £25,000 it is 2.45d.; 
at £50,000 it becomes 3.725d.; at 
£75,000, 4.95d.; at £100,000, 5.7d.; and 
at £1,000,000 it rises to 7.77d., but it 
never quite reaches 8d. in the &, 


One-in one-out 

Following the introduction of land 
tax in New South Wales, the Commis- 
sioner of Land Tax caused to be in- 
serted in newspapers advertisements 
directing attention to s.47 of the Land 
Tax Management Act 1956, which 
makes land tax a first charge on land 
in New South Wales, and makes a 
purchaser of land liable for any unpaid 
land tax of the vendor unless the pur- 
chaser has obtained a clearance from 
the Commissioner. 

Coincidentally with these advertise- 
ments, the Commonwealth Government 
enacted the Land Tax Abolition Act 
1956, which amended the Act abolish- 
ing Federal land tax in 1952. When 
Federal land tax was abolished, pro- 
vision was made to continue in opera- 
tion s.56 of the Land Tax Assessment 
Act 1910-1952, which made unpaid 
Federal land tax a first charge on the 
land subject to tax, and which 
made a purchaser of land liable 
for any Federal tax owing by 
the previous owner in respect of 
the land unless at the time of purchase 
the purchaser made a due enquiry from 
the Taxation Office whether land tax 
was owing. The necessity for making 
this enquiry in relation to Federal land 
tax has now been put an end to by the 
Land Tax Abolition Act 1956. But so 
far as New South Wales is concerned, 
this relief from the necessity to make 
enquiries concerning unpaid Federal 
land tax has been replaced by a liabil- 
ity to make enquiries as to unpaid 
State land tax. 


Tax allowances to timber industry 
Where assets are acquired and used to 
produce assessable income and those 
assets are not of an enduring nature, 
the capital expended on the assets 
should, it is generally agreed, be deduct- 
ible for income tax purposes. This prin- 


20 


ciple is recognised in the present ip. 
come tax allowances of depreciation 
on plant and machinery and on capital 
expended in the mining industry. It is 
therefore a step in the right direction 
that the Government has decided to 
provide deductions for such expendi- 
ture as the cost of access roads in the 
timber industry and the cost of de 
veloping or purchasing patents, reg. 
istered designs and copyrights. 


Timber industry 

So far as access roads are con- 
cerned, new Division 10A provides that 
the cost to a person carrying on timber 
operations of an access road, con- 
structed after 1 July 1956, is deduct- 
ible by annual instalments over the 
estimated period during which the 
road will be used for the purpose of 
providing access to a stand of timber. 

In cases where a road will serve this 
purpose for a period estimated to be 
longer than twenty-five years (e.g. a 
road giving access to an area where 
reafforestation is undertaken) the ap- 
nual deduction for the capital expended 
on the road is based on a maximum 
life of twenty-five years. 

A proportionate part of the cost of 
an access road constructed prior to 
1 July 1956 is also deductible if the 
road is still in use after that date for 
the purpose of gaining access to timber. 
In such a case, the cost of the road is 
allocated between the period of its use 
prior to 1 July 1956 and the estimated 
period of its use after that date. The 
part of the cost allocated to the latter 
period is deductible. 


Meaning of “access road” 

“Access road” is defined by s.1248 
as meaning a road (including a bridge, 
culvert or similar work forming part 
of a road) constructed primarily and 
principally for the purpose of provid 
ing access to an area so as to enable: 
(a) the planting or tending of trees 

in the area; or 
(b) the removal from the area of tim- 
ber felled in the area. 

The road need not be used _exclus 
ively for the purpose of providing at 
cess to the timber-bearing area; it 18 
sufficient if it was constructed “prim- 
arily and principally” for that pur 
pose. 
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The sinking fund deduction allowed 
is in respect of capital expenditure on 
an access road which has been incurred 
by a person in connexion with the 
carrying on by him of timber opera- 
tions (as defined) for the purpose of 
gaining or producing assessable in- 
come. Thus, no deduction is allowable 
unless the taxpayer who incurred the 
expenditure himself carries on the tim- 
ber operations. 


Meaning of “‘timber operations” 

The term “timber operations” means: 

(a) the planting or tending of trees 
for felling; 

(b) the felling of standing timber; 

(c) the removal of felled timber; or 

(d) the milling or other processing of 
felled timber. 

The term includes not only the cut- 
ting, removal and milling etc., of in- 
digenous timber, but also the planting 
and afforestation of pine and other 
exotic trees. 


Caleulating the deduction 

The allowance is calculated by div- 
iding the residual capital expenditure, 
as at the end of the year of income, by 
a number equal to the number of whole 
years, as at the end of the year of 
income, in the estimated period of use 
of the road, or by twenty-five, which- 
ever number is the less. The estimated 
period of use should be based on 
the estimated effective life of the 
stand of timber in the area to give 
access to which the road was primarily 
and principally constructed. The esti- 
mate must be made by the taxpayer 
who may revise his estimate at the 
end of each relevant year of income, 
based on the then estimated remaining 
life of the timber stand. 

Generally speaking, the residual 
capital expenditure in relation to a 
year of income is the total capital ex- 
penditure on the access road, less the 
sum of the deductions allowed under 
8, 124F from the assessable incomes 
of previous years of income. 


Example 

During income year ended 30 June 
1957, taxpayer acquired a stand of 
timber and in that year constructed an 
access road thereto at a cost of £3,600. 
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At the end of that year, he estimated 
that the remaining period of use of 
the road would be three years. The 
allowance under s. 124F for year ended 
30 — 1957 is therefore £3,600 — 3 
= £1,200. 


During income year ended 30 June 
1958, taxpayer extended the road into 
the area requiring further expenditure 
thereon amounting to £300. At 30 June 
1958 he revised his estimate of the 
then remaining period of use of the 
road by extending that period from 
two to three years. The allowance for 
the second year ended 30 June, 1958, is: 


Cost of road—first year .. .. . £3,600 


Cost of extension—second year .. 300 


3,900 

Less: 
s. 124F allowance for year ended 
ended 30 June 1957 .. .. .. .. 1,200 
Residual capital expenditure as at 
sf. ‘ws... wears Cee er eee £2,700 


Allowance: £2,700 — 3 = ...... £900 


No further capital expenditure was 
incurred and the estimated period of 
use of the road was not again revised. 
The allowances for the succeeding 
three years are: 


Year Ended 30 June, 1959 
Cost of road .. — 


Less: 


s. 124F allowance for 1957 and 1958 


£3,900 


2,100 


Residual capital expenditure as at 


we wee SOUP c. ok Ss £1,800 


Allowance £1,800 — 2 


Year ended 30 June 1960 


OS OS A ae eee 
Less: 
Previous allowances under s.124F 


Residual capital expenditure as at 
Se) Game, BR ce ea i. re 


Allowance: £49000 <1 = 2... .... 





TAXATION REVIEW 


Year ended 30 June 1961 


The cost of the road has been fully 
recouped by 30 June 1960, so that in 
the last year of use there is no allow- 
ance under s, 124F. The method of 
calculating the s. 124F allowance is in 
conformity with the provisions of s. 
122 relating to the allowance of capital 
expenditure associated with mining 
operations. 


Where the estimated remaining 
period during which the access road 
will be used exceeds twenty-five vears, 
the divisor will be the number 25 in- 
stead of the number of years in the 
estimated period of use. 


The effect of dividing the residual 
capital expenditure by twenty-five each 
year is much the same as granting a 
depreciation allowance of 4 per cent. 
per annum based on diminishing value. 
The result is that, at the end of twenty- 
five years, a part of the residual capi- 
tal expenditure remains unrecouped. 


Example 


Where Where 
estimated estimated 
period of period of 

use is use 

25 years exceeds 


25 years 
Cost of access road .. £7,200 £7,200 
Allowance—first year: 
£7,200 — 24 (being remain- 
ing period at end of first 
OE PO ee 300 


ee 2 Ue fon os as cc 288 





£6,900 £6,912 
Allowance—second year 
pa Pee. 300 


po: Fe  . Serr 276 





£6,600 £6,636 
Allowance—third year 
ES eee eee 300 


Cg ry 265 





Residual capital expenditure £6,300 £6,371 





If, in any year, the remaining period 
of use falls below twenty-five years, 
the position will undoubtedly right it- 
self because thenceforth the calcula- 
tion will be made in accordance with 
s. 124F (2) (a). 


Where any of the expenditure on an 
access road was incurred in a year of 
income prior to the year of income 
which commenced on 1 July 1956 (or 
prior to beginning of substituted 
accounting period), the residual capital 
expenditure is deemed to be the amount 
which would have been the residual 
capital expenditure if new Division 
10A had applied in the year of con- 
struction and subsequent years (s, 
124F (5)). 


Where in any income year, a road or 
part of a road has been disposed of or 
destroyed, or where its use by the 
taxpayer for the purposes of providing 
access to timber has terminated, the 
residual capital expenditure at the end 
of that year must be reduced to the 
extent of its unrecouped cost (s. 124F 
(3) (6). Where, however, an amount 
has been excluded under this provision 
because of the termination of the use 
of a road and that road again comes 
into use for the purpose of providing 
access to timber, the appropriate 
amount of expenditure (as determined 
by the Commissioner of Taxation) will 
be restored to the residual capital ex- 
penditure—(s. 124F (4)). 


Disposal, destruction or termination of 
use of property 


Section 124G makes provision for 
balancing adjustments where expendi- 
ture has been incurred on an access 
road and the whole or part of that 
road is disposed of or destroyed, or 
its use by the taxpayer for the purpose 
of providing access to timber is other- 
wise terminated. 


Where an amount received on the 
disposal of a road is greater than the 
residual capital expenditure attribut- 
able to the road at the time of sale or 
destruction, the excess is included in 
assessable income to the extent that 
expenditure on the road has been 
allowed as deductions under s. 124F. 
Similarly, where the taxpayer ceases 
to use the road for the purpose of pro- 
viding access to timber, the excess of 
the value (if any) of the road over the 
residual capital expenditure is assess- 
able income to the extent of the deduce 
tions allowed (s. 124G(2)). 
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If, on the other hand, the residual 
capital expenditure on the road exceeds 
the amount received on its disposal or 
the value on termination of use (as 
the case may be), that excess is allowed 
as a deduction (s. 124G(3)). This 
provision will ensure that the taxpayer 
is allowed, in the aggregate, deductions 
representing the full amount of the 
difference between the cost of an ac- 
cess road and any amount received on 
its disposal, or its value (if any) on 
termination of its use. 

The “consideration receivable” in 
respect of the disposal or destruction 
of an access road is defined by s. 
124c (4). The definition is in conform- 
ity with s. 59(3) in the case of dis- 
posal, ete., of property which was the 
subject of a depreciation allowance. 
However s. 124G(4) expressly provides 
that, in the case of a sale of a lease- 
hold property, any amount which is 
included in the vendor’s assessable 
income as a “premium” under s. 84 
shall not be included again in his 
assessable income under s. 124G. 


Acquisition of property 

Where a timber property is pur- 
chased, that part of the purchase price 
which is attributable to an access road 
is regarded as capital expenditure on 
the road for the purposes of allowing 
deductions under s. 124F, 

However, in some circumstances (as, 
for example, where a property is sold 
by one company to another company 
having the same or substantially the 
same shareholders), it is not appro- 
priate to allow to the purchaser deduc- 
tions based on an amount in excess of 
the sum of the deductions which would 


have been allowed to the vendor and 
any amount which is included in the 
vendor’s assessable income under s. 
124G. Provision is made in s. 124 (1) 
for the allowance of deductions to the 
purchaser on this restricted basis 
where the circumstances warrant. 

But to meet cases where parties 
enter into a contract for the purchase 
and sale of a property at a price in 
excess of its cost to the vendor, s. 124H 
(2) provides, in effect, that where the 
Commissioner is of the opinion that the 
restriction in sub-section (1) should 
not apply, deductions to the purchaser 
may be granted on the full contract 
price. 


Deduction for timber felled 


Section 124J, which replaces repealed 

ss. 69 and 70, authorises the allowance 
of deduction to a taxpayer who has 
acquired— 
(a) land carrying standing timber, or 
(b) a right to fell standing timber, 
and who, during the year of income, 
either himself fells the timber for pro- 
duction of income or grants another 
a right to fell in return for royalties. 
The amount of deduction allowable in 
any year is the proportionate part of 
the purchase price attributable to the 
timber in case (a), or of the amount 
paid for the right in case (b) above, 
which is attributable to the timber felled 
during the year. The deduction is 
allowable irrespective of the purpose 
for which the land carrying the stand- 
ing timber was acquired. The section 
extends to those cases where the tim- 
ber is felled not only for sale but for 
use in manufacturing processes (e.g. 
saw-milling) for the purpose of pro- 
ducing assessable income. 
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Full and true disclosure 
Profit-making scheme 

Provision for holiday pay 

Retired employee’s retiring allowane 


NOTES ON SELECTED TAX CASES 


D. C. Wilkins, B.Com., A.A.S.A. 


Full and true disclosure 

A somewhat complicated judgment 
was given by the Full High Court in 
the case of McAndrew v. Commis- 
sioner of Tazation, [1956] A.L.R. 
1008. The taxpayer had appealed 
against an assessment which had been 
amended under the authority of s. 
170(2) of the Income Tax and Social 
Services Contribution Assessment Act, 
which permits the Commissioner to 
amend an assessment where the tax- 
payer has not made a full and true dis- 
closure of all the material facts neces- 
sary for the assessment. The taxpayer 
objected on the ground, among other 
things, that the return did not fail to 
disclose assessable income. 

The question to be decided was 
whether the Commissioner, on the 
hearing of the appeal, had to prove to 
the reasonable satisfaction of the 
Court that the taxpayer had not made 
a “full and true disclosure.” 


In the case of McEvoy v. Federal 
Commissioner of Taxation (1950), 5 
A.I.T.R. 1, it was held that on the 
hearing of an appeal against the 
amendment of an assessment the onus 
lay upon the Commissioner of proving 
that there had been an avoidance of 
tax; and in Hines v. Federal Commis- 
sioner of Taxation (1952), 5 A.I.T.R. 
305, and Australasian Jam Co. Pty. 
Ltd. v. Federal Commissioner of Taxa- 
tion (1953), 5 A.I.T.R. 566, the judg- 
ments agreed that the burden rested 
upon the Commissioner of establishing 
that there had not been a “full and 
true disclosure.” 

The Full High Court, in the present 
case, has now reversed these decisions. 

Dixon, C.J., McTiernan and Webb, 
JJ., expressed the view that “avoid- 
ance of tax’, and “full and true dis- 
closure” are objective facts which are 
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a condition of the Commissioner's 
power to amend the assessment under 
s. 170(2), but that proof that this 
condition has been fulfilled does not lie 
upon the Commissioner. Generally, it 
was held that the burden of proof, 
which lies upon the taxpayer in seek- 
ing to establish that the assessment 
(or amended assessment) is excessive, 
extends not only to the amount of tax 
assessed, and the details contributing 
to the tax liability, but also to the 
matter of full and true disclosure and 
the avoidance of tax, as these factors 
contribute to the determination by the 
Commissioner of his power to amend, 
and so make the assessment, in the 
taxpayer’s view, “excessive.” 

Kitto, J., considered that if a tax- 
payer denies that the conditions re 
quired by s. 170(2) (i.e., that there 
was not a full and true disclosure and 
that there was an avoidance of tax) 
are satisfied, he accepts the burden of 
proving it, and stated that “it is impos 
sible to construe s. 170(2) as intending 
to place upon the Commissioner the 
burden of proving that either condi- 
tion is satisfied.” 


It appears clear, therefore, that in 
contesting assessments which have 
been amended because the Commis 
sioner has adopted the view that there 
has not been a full and true disclosure 
of material facts, and that tax has 
thereby been avoided, taxpayers should 
be prepared to accept the responsi- 
bility of establishing that the neces 
sary “full and true disclosure” has 
been made. 


Profit-making scheme 

Assessable income, for the purposes 
of Commonwealth income tax, includes 
“profit arising from the carrying on oF 
carrying out of any profit-making 
undertaking or scheme.” The applica 
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tion of this feature of tax legislation 
has on Many occasions been tested be- 
fore the courts, and its relevance to a 
particular case is often difficult to de- 


termine, 


The case of Producers and Citizens’ 
Co-operative Assurance Co. Ltd. v. 
Federal Commissioner of Taxation 
(1956), 30 A.L.J. 315, provides an- 
other example of the necessity (as 
Dixon and Evatt, JJ., said in Western 
Gold Mines N.L. v. Commissioner of 
Taxation (W.A.) (1938), 1 A.IL.T.R. 
255) “to make both a wide survey and 
an exact scrutiny of the taxpayer’s ac- 
tivities” in deciding whether the profit 
made is of an income or capital nature. 


The business of the Producers and 
Citizens’ Co-operative Assurance Co. 
Ltd. consisted, amongst other things, 
of the issue of life and endowment as- 
surance policies, the lease, sale or dis- 
position of property, and the invest- 
ment of funds of the company, 
including investment in freehold or 
leasehold securities. A building was 
purchased in Brisbane in 1935; this 
building was occupied by tenants, but 
although the company did not require 
extensive office space in Brisbane, no 
part of the building purchased was 
used for this purpose. Instead, the 
company leased office space from its 
former agent in that city. 


In 1948, the building was sold and 
a profit of about £50,000 was made. 
The Commissioner treated this profit 
as assessable income, and an appeal 
against the disallowance of an objec- 
tion was the subject of this case. 


The company, in its 1936 annual re- 
port, referred to the purchase of the 
building under the heading of “Invest- 
ments”, and Webb, J., considered that 
this fact, together with the company’s 
failure to use the building or part of 
it as office premises, suggested that the 
purchase of the building was part of 
the company’s policy of investment in 
freehold properties. He found, further, 
that the company intended to retain 
the building for as long as it proved to 
be a profitable investment, and that 
when a suitable oportunity offered the 
Investment was “switched.” 
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The profit made was not regarded 
as arising from the purchase of pro- 
eried for re-sale at a profit, but as 

ing a profit arising from a profit- 
making undertaking or scheme, or al- 
ternatively a profit according to the 
or gm usages and concepts of man- 
ind. 


Usually the profit or loss arising 
from the realisation of investments is 
of a capital nature not forming part 
of the taxpayer’s assessable income. 
However, the peculiar circumstances 
of assurance companies make this 
general proposition inappropriate. 
Webb, J., agreed with the basis of the 
decision in Colonial Mutual Life As- 
surance Society Ltd. v. Federal Com- 
missioner of Taxation (1946), 73 
C.L.R., in which case profits were 
made on the realisation of shares and 
debentures: “profits and losses in the 
realisation of investment of funds of 
an insurance company should usually 
be taken into account in the determi- 
nation of the profits and gains of the 
business.” 


For these reasons Webb, J., con- 
sidered that in all the circumstances 
the transaction of buying and selling 
the building in Brisbane was suffici- 
ently related to the company’s assur- 
ance business to make the profits as- 
sessable to income tax. 


Provision fer holiday pay 


The wide divergence between the 
income tax laws of Australia and the 
United Kingdom in the matter of de- 
termining the deductions which may 
be allowed in arriving at income sub- 
ject to tax is again under notice in the 
decision of the House of Lords in the 
case of Southern Railway of Peru Ltd. 
v. Owen, [1956] 2 All E.R. 728. 


The Australian “holiday pay case” 
(Federal Commissioner of Taxation v. 
James Flood Pty. Ltd. (1953), 5 
A.I.T.R. 579) established that the 
creation of a provision for holiday pay, 
although it may be a matter of com- 
mercial or accounting practice, was not 
a loss or outgoing “incurred” in the 
year in which the provision was made, 
but was a liability in process of ac- 
crual, subject to a variety of contin- 
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gencies, which would more correctly 
represent a loss or outgoing incurred 
when the leave was granted. 


The United Kingdom tax law does 
not admit of judicial interpretation of 
a specific section corresponding to s. 
51 of the Commonwealth Act. Instead, 
the amount to be assessed is “the 


balance of the profits or gains” of the 
business, subject to specified deduc- 
tions or specified limitations. 


The Southern Railway of Peru case 
concerned a provision for retirement 
benefits, which benefits were required 
to be paid on determination of employ- 


ment by virtue of the operation of 
Peruvian legislation. The method 
adopted to calculate the provision was 
not dissimilar, in principle, from that 
customarily adopted in Australia to 
arrive at a provision for holiday pay 
or long service leave pay. 


The claim for the allowance of the 
provision for’ retirement benefits 
failed, but not because (as in the Aus- 
tralian case) a provision of this 
nature, as such, did not fall within the 
class of charges which the English law 
would allow as a proper deduction. 
Rather, the House of Lords considered 
that the evidence submitted did not 
allow of the determination of a proper 
provision, that is, an amount which 
could be regarded as an appropriate 
charge in the ascertainment of the 
normal profits of the trade. 


This decision, therefore, although of 
interest in the light of the treatment 
by another tax jurisdiction of a charge 
in the accounts for a provision similar 
in nature to those for holiday pay or 
long service leave, does not disturb the 
situation existing under the Australian 
tax law. 


Retired employee’s retiring allowance 


It is common practice for lump sum 
payments to be made to retired em- 
ployees by some person or fund other 
than the one by whom the recipient 
was formerly employed. Section 26(d) 
of the Income Tax Assessment Act 
contains those familiar provisions 
which effect relief from tax for all but 
5 per cent. of the amount of retiring 
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allowances, etc., which are paid in 4 
lump sum in consequence of retirement 
from, or the termination of, any office 
or employment. Thus, payments to re 
tiring employees made by an insurange 
company (as trustee), under the terms 
of a life assurance policy constituting 
part of a pension or superannuation 
fund, fall within the section, as do aiso, 
for example, payments to retiring em- 
ployees by the employer company’s 
parent or associated company, when 
the fund from which the retiring al- 
lowance is paid has been set up by that 
company. 

The section does not make it neces 
sary to enquire whether or not the em- 
ployer makes the payment; it is 
sufficient that the amount received, 
from whatever source, is a lump sum, 
and is directly consequent upon retire 
ment or termination of the employ- 
ment. 

This absence of any necessary asso 
ciation between the source of the 
retiring allowance and the identity of 
the former employer may be taken 
further; it is also unnecessary, for the 
purpose of the application of s. 26(d) 
to an amount received by a retiring 
employee, for the former employer to 
have contributed to the particular fund 
from which the lump sum payment was 
made on retirement. 


An employee of an Australian com- 
pany was paid a lump sum by the 
trustees of a provident fund subse 
quent to his retirement. Neither the 
retiring employee nor his employer had 
contributed to the particular fund from 
which the payment was made. Actu- 
ally, both the employee and the em- 
ployer had contributed to a separate 
fund (associated with the fund from 
which the payment was made), both 
of these funds representing part of an 
arrangement to provide retiring bene 
fits for employees of an international 
group of companies. The Board of Re 
view decided that the lump sum re 
ceived by the retired employee was a 
allowance paid in consequence of hi 
retirement and that accordingly i 
should be subject to tax to the extent 
of 5 per cent. of the amount received. 
This decision is reported in 6 C.T.BR. 
(N.S.) Case 5. 
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Simplify and Speed-up 
all of your office figuring 
with 


the world’s most widely used 


ADDING-CALCULATING MACHINES 
“Brclutine Velwek Touhy sas 


banishes operator fatigue and nervous strain 


MONROE “410” ADDING-LISTING MACHINE 

Capacities from £99,999/19/11% to £79,999,999/19/11. All 
niaus totals print red for instant checking. 43° and 13” carriages 
qickly interchangeable. All control keys “im line” for rapid 
peration. Duplex models available. 

MONROE “410-22” ADDING-LISTING MACHINE 

Here is a low-priced Ledger-posting Machine which produces 
ledger Card and Statement simultaneously. Prints up to 10 
columns of figures. Carriage has vernier for positioning paper, 
w to 13" wide. 


“if you’re in business, you NEED B 





MONROE “CSA-10°’ CALCULATING MACHINE 

Fully automatic in every respect, and the ultimate im high 
speed automatic calculating. Key controlled automatic 
carriage positioning and clearance. Automatic division 
reduces five steps to one ! 


AUTOMATIC Miultiplication — Clearance — Division — 
Tabulation — Squaring. Dial locks. Lecked figure keyboard. 
Split lower dials. Multiplier non-eniry. Constant multiplier 


_ A full range of Automatic, Semi-auto- 
matic and Hand-operated Machines. 





Melbourne, FJ 6193—Sydney, BM 6231—Adelaide, ¥ 1589—Hobart, B 7339— 
Brisbane, FA 1021—Perth, BA 7145. 
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1895 —1957 


Sixty-two years 
of Leadership! 


METROPOLITAN BUSINESS COLLEGE 


Summerhayes House * 6 Dalley Street, Sydney ¢ BU 5921 








In 1895, the year following the establishment of the first Accountancy 
Institute in New South Wales, the Metro- 
politan Business College was established as 
a small school in Rowe Street. 


At the end of 1907, the College was 
acquired by Mr. T. Stanley Summerhayes, 
who will this year complete fifty years as 
Principal and Governing Director. 


Under his direction and influence the 
College has steadily grown, and now occu- 
pies the whole of the eight spacious floors 
of Summerhayes House in Dalley Street (in 
addition to a branch college at Parramatta) 
with a proud record of sixty-two years of 
Mr. T. Stanley Summerhayes, service and leadership. 

F.P.S.A., Inventor of Summerhayes 

SHORTERhand. Principal of the * 

M.B.C. since 1907. 


ACCOUNTANCY AT THE M.B.C. 


The Metropolitan Accountancy College incorporates the Accountancy division 
of the M.B.C. and prepares candidates for the examinations of the Society 
and the Institute by individual Personal Attendance (Day or Evening), 
Postal or Semi-Personal Tuition. 


In the April 1946-April 1956 examinations, students of the M.A.C. won 1,259 
First, Second and Third places, including 414 FIRSTS. 


METROPOLITAN ACCOUNTANCY COLLEGE 


Director of Studies: L. Stewart Johnstone, B.A., A.C.LS. 
Asst. Director: Norman A. Phillips, A.A.S.A., A.C.LS., A.C.A.A.(Prov.) 


Summerhayes House @ 6 Dalley Street, Sydney e BU 5921 
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Tax Article 


Taxation of Income from Employment 


or Profession under U.K. Finance Act 1956 


F. E. Kocu 
Certified Accountant, London 


I 


EFORE the Finance Act 1956 came 
into force, income from employ- 
ment and profession “exercised with- 
in the United Kingdom” was liable to 
income tax regardless of whether the 
income was derived by residents or 
non-residents of the United Kingdom. 
Residents of the United Kingdom were 
also liable to tax on income from em- 
ployment and profession “exercised 
abroad”, but only to the extent to 
which the income was remitted to or 
received in the United Kingdom. 


There was no statutory interpre- 
tation of the term “exercised”. The 
case law, as established by the U.K. 
courts of law, did not consider employ- 
ment as “exercised” where its duties 
were performed. “The locality of the 
source of income is not the place where 
the activities of the employee are ex- 
ercised, but the place either where the 
contract for payment is deemed to have 
a locality or where the payments for 
the employment are made, which may 
mean the same thing.””! 


In the case of an American resident 
of the U.K. who performed part of the 
duties of his employment by a com- 
pany resident in the United States of 
America in the United Kingdom and 
received his remuneration abroad, it 
was held that his income from his em- 
ployment was a “foreign possession” 
and therefore taxable not under 
Schedule E to its full extent, but under 
Schedule D Case V only in so far as 
it was remitted to the U.K.? Where the 





l. Per Romer, L. J., in Bennet v. Marshall 
(1937), 22 Tax Cases 37. 

2. Confirmed by the House of Lords in 1953 in 
the cases of Bray v. Colenbrander, and 
Harvey v. Breyogle, 34 Tax Cases 138. 
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duties of the employee were wholly or 
mainly performed abroad, but the re- 
muneration could be claimed only in 
the U.K., it was held that the employ- 
ment was “not shown to be wholly out 
of the United Kingdom, the whole of 
his income not to be overseas”’.® 

In their Final Report on the Taxa- 
tion of Profits and Income (p. 93; see 
also pp. 95, s. 305, and 336 (20)) the 
Royal Commission regarded the uncer- 
tainty of the legal position owing to the 
lack of some statutory rule as unsatis- 
factory. “There ought to be some 
statutory rule that will at any rate 
help to clear the ground in the case of 
employments. In our view the place 
in which the work is done is much the 
most important single test of the local- 
ity of an employment, though it is the 
one to which the Courts have hitherto 
given least weight, if indeed they have 
not treated it as having no weight at 
all.” (p. 93.) 

II 


Following these recommendations, the 
Finance Act 1956, s. 10, introduced 
the following new principles which are 
applicable from the year of assessment 
1956-57 onwards. 
1. Employment is regarded as a foreign 
source: 
(a) where the duties of employment 
are performed wholly outside 
the United Kingdom ;* 


3. Pickles v. Foulsham (1923/25), 
Cases 261. 

. Where an office or employment is in sub- 
stance one of which the duties fall in the 
year of assessment to be performed outside 
the United Kingdom, then any duties per- 
formed in the United Kingdom, only 
incidental to the performance of the other 
duties outside the United Kingdom, shall 
be treated as performed outside the United 
Kingdom. (Second Schedule to Finance 
Act 1956, para. 5.) 
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(6) where the duties are performed 
within the United Kingdom if: 
(i) the employer is a person 
who is not resident in the 
United Kingdom, and 
(ii) the employee is not domi- 
ciled there. 


emoluments, as_ defined 
under 1 above, are chargeable to 
United Kingdom income tax if the 
recipient is resident in the United 
Kingdom, but only to the extent to 
which they are received in or re- 
mitted to the United Kingdom. 
(Schedule E, Rule 1, Case III.) 


. Emoluments for services which are 
wholly or partly performed within 
the United Kingdom and are not per- 
formed for a person not resident in 
the United Kingdom and by a per- 
son domiciled there (as stated under 
1 (b) (above), are liable to tax: 


(a) if the employee is resident and 
ordinarily resident in the United 
Kingdom, to their full extent 
under Schedule E, Rule 1, Case 
I; 


if the employee is resident, but 

not ordinarily resident in the 

United Kingdom: 

(i) to the extent to which they 
are due for duties per- 
formed in the United King- 


dom, under Case II of 
Schedule E, and 

(ii) in respect of duties per- 
formed abroad to the extent 
to which they are received 
in the United Kingdom 
(Case III). 


if the employee is not resident 
in the United Kingdom: 


(c) 





. The Second Schedule to Finance Act 1956, 
para. 8, provides that, for the purpose of 
Case III, emoluments shall be treated as 
received in the United Kingdom if they are 
paid, used or enjoyed in or in any manner 
or form transmitted or brought to the 
United Kingdom; and s. 24 of the Finance 
Act 1953 (under which income applied out- 
side the United Kingdom in payment of 
debt is, in certain cases, treated as 
received in the United Kingdom) shall 
apply as it applies for the purposes of s. 
132 (3) of the Income Tax Act, 1952. 


(i) to the extent to which they 
are due for duties per. 
formed in the United King. 
dom. (Schedule E, Cag 
IT) ;* 

(ii) not at all in respect of 
duties performed  outsid 
the United Kingdom. 


The new Finance Act of 1956 has 
thus adopted the rule that the charae. 
ter of employment as foreign or domes. 
tic source of income depends on where 
the duties of the employment are per. 
formed. Where the employment is: 
“foreign possession’, liability to tax is 
restricted to residents and to that part 
of the remuneration which is received 
in, or remitted to, the United Kingdom 
Remuneration for duties performed 
within the United Kingdom is liable t 
tax to its full extent regardless of 
whether or not the employee is resi- 
dent in the United Kingdom. 

A special exception from this rule 
however, was introduced in the Con- 
mittee stage of the Bill, in favour of 
persons who perform duties in the 
United Kingdom in the service of 
foreign employers. Under the old law, 
as explained before, they were con- 
sidered as deriving their income froma 
foreign source and therefore, if resi- 
dent, as chargeable to tax only under 
Schedule D, Case V, on the remittance 
basis (see footnotes 1 and 2). In order 





6. A non-resident person is no longer liable 
to income tax in respect of his remunera 
tion as director of a company resident in 
the United Kingdom, unless he performs 
any duties of his office within the United 
Kingdom. Para. 6 of the Second Schedule 
to the Act provides that not, as before, the 
duties of “every public office” (including 
that of company director), but only “the 
duties of any office or employment under 
the Crown which is of public nature and of 
which the emoluments are payable out of 
the public revenue of the United Kingdom 
or of Northern Ireland, and any duties 
which a person performs on a_ vessel 
engaged on a voyage not extending to 4 
port outside the United Kingdom, or which 
a person resident in the Un‘ted Kingdom 
performs on a vessel or aircra.: engag 
on a voyage or journey beginning or ending 
in the United Kingdom, or on a Pp 
beginning or gating in the United King 

om of any other voyage or journey” sl 
be treated as performed in the United 
Kingdom. 
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to preserve their old position, the tax 
liability of persons resident but not 
domiciled in the United Kingdom, and 
deriving income from employment by 
non-resident firms, is restricted to that 
part of their remuneration which they 
receive in the United Kingdom. 

“Mixed” employment, i.e., where 
duties are performed partly within 
and partly outside the United King- 
dom, is considered as a domestic source 
if the employee is resident and ordin- 
arily resident in the United Kingdom. 
Otherwise the employee who is resi- 
dent is chargeable on the remuneration 
in respect of his duties performed in 
the United Kingdom to its full ex- 
tent and to the remuneration in re- 
spect of the duties performed outside 
the United Kingdom on the remittance 
basis. The non-resident is only charge- 
able in respect of the remuneration for 
duties performed in the United King- 
dom (unless the special rule for em- 
ployment in the service of non-resident 
persons exempts him from tax alto- 
gether). 


III 


Whether a person is “resident” in the 
United Kingdom, is a question of fact. 
The new Act includes two provisions 
regarding facts to be regarded as es- 
tablishing “residence” : 


(a) For the purposes of Cases I-III 
of Rule 1, Schedule E, “a person, who 
is in the United Kingdom for some 
temporary purpose only and not with 
the intention of establishing his resi- 
dence there, shall not be treated as 
resident in the United Kingdom if he 
has not in the aggregate spent at least 
six months in the United Kingdom in 
the year of assessment, but shall be 
treated as resident there if he has” 
(Second Schedule to Finance Act 1956, 
para. 3). 


(b) It is the established practice of 
the Inland Revenue to consider a per- 
son who maintains a place of abode in 
the United Kingdom as resident for any 
year in which he pays a visit, however 
short, to the United Kingdom. The 
Act provides that persons who work 
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full-time in office or employment and 
perform all the duties of their office or 
employment outside the United King- 
dom shall not be regarded as resident 
in the United Kingdom on the ground 
that they have any place of abode 
maintained there for their use. 
(Finance Act 1956, s. 11 (3), pro- 
vides that any duties performed in the 
United Kingdom, the performance of 
which is merely incidental to the per- 
formance of the other duties outside 
the United Kingdom, shall not be taken 
into account.) The Act does not in- 
terfere with another principle applied 
by the Board of Inland Revenue: a 
visitor who habitually visits the 
country for substantial periods be- 
comes a resident, even if he does not 
maintain a place of abode or spend in 
the United Kingdom six months in all 
in the tax year. For.this purpose 
visits are treated as “habitual” if they 
have occurred in four more or less con- 
secutive years, and “substantial” if 
they have averaged three months a 
year. 


A person is “ordinarily resident” if 
he is resident in the United Kingdom 
according to the usual order of his 
life (Final Report of the Royal Com- 
mission, p. 92). 


“Domicile” has been defined by the 
First Report of the Private Inter- 
national Law Committee (Cmd. 9068, 
February 1954) as “the country in 
which [a person] has his home and 
intends to live permanently”. This 
may be the “domicile of origin” which 
the law confers on him at his birth, 
or the “domicile of choice” which he 
may subsequently acquire. For a per- 
son to acquire a new domicile “two 
elements must be present: (1) resi- 
dence, and (2) intention to remain 
permanently”. 


It is obvious that those classes of 
persons resident in the United King- 
dom and employed in the service of 
non-resident firms who _ successfully 
claimed their exemption from the full 
impact of United Kingdom income tax 
in the cited cases of Bennet v. Mar- 
shall, ete., will as a rule be domiciled 
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not in the United Kingdom but abroad. 
They will therefore be subject to 
United Kingdom tax only on the re- 
mittance basis and will thus be privi- 
ledged before even non-residents who, 
though also without domicile in the 
United Kingdom, are employed by re- 
sidents of the United Kingdom and are 
liable to income tax on the full 
amount of their remuneration as it 


arises, regardless of whether remitted 
to or received in the United Kingdom 


The question of residence, ordinary 
residence, and domicile, is determined 
by the Commissioners of Inland Re 
venue, against whose decision there is 
a right of appeal within three months 
to the Special Commissioners, and of 
further appeal on a question of law to 
the High Court (s. 10 (3), Finance Act 
1956). 





CYCLE-BILLING 


HE “cycle-billing’” method can be 
applied, at least in theory, to any 
debtors’ ledger in any circumstance. 
I must, however, qualify that state- 
ment by adding that there are practi- 


cal difficulties associated with certain 
types of business that make its use 
impracticable if not impossible. One 
such instance is that of some whole- 
sale trades which have adopted a uni- 
form date on which to render accounts 
throughout the industry. 

It has been widely adopted in the 
retail trade in America, particularly 
by the department stores, and it is in 
that field that it is gaining a foothold 
in Australia. It can be used for led- 
gers with as few as 500/600 accounts, 
but its benefits are most appreciated 
when applied to large and very large 
ledgers. 

The practice of issuing accounts in 
groups, or cycles, is not new. It has 
long been used by public utilities, such 
as gas, electricity and water authori- 
ties and the Post Office. You will no 
doubt have noticed that different dis- 
tricts receive their accounts for these 
services at different times. 

The application of cycle-billing to 
commercial usage originated in the 
United States, and its introduction was 
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This article is based on an address given to 
the members of the Society’s Family Circle 
Discussion Group, Melbourne. 


H. W. Harris, F.ASA. 


undoubtedly due to the rapid growth 
of monthly account business in the re 
tail trade, and the inability of the 
stores to render all their accounts on 
the due date at the end of the month. 
And so the idea of spreading the issue 
of accounts over the whole month was 
proposed as an answer to the problem. 


The first attempts appear to have 
been made with existing machines and 
equipment, and might be _ termed 
“cycle-mailing’”’ rather than cycle 
billing. It was not until the account- 
ing machine manufacturers had pro 
duced machines specially designed for 
the work that the present cycle-billing 
technique was evolved. Until then, the 
old forms of descriptive statement 
were used and these were sent out to 
customers without _ supporting 
vouchers, as is still the custom with or- 
thodox ledgers. The introduction of 
improved machines, and the micro-film 
photographic process, made possible 
the present-day ‘“non-descriptive” 
statement, which is issued with the re 
levant vouchers attached and which is 
the basis of the cycle-billing method. 
It is true that some users of cycle 
billing still issue a descriptive or 
partly descriptive form of statement 
but this is unusual. 
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The essential points which distin- 
guish the cycle-billing ledger from its 
predecessors may be summarised thus: 
1. The accounts are grouped into a 

number of batches or cycles, with 

“closing dates” spread over the 

month, instead of all being closed 

at the end of the month. 

. Whereas with the orthodox ledger, 
accounts are posted continuously 
throughout the month as they be- 
come active, under the cycle-billing 
method each account is posted once 
only during each month, the posting 
media being filed and held until the 
closing date. 

. The vouchers relating to the state- 
ment are attached to it, and form 
an integral part of it when ren- 
dered. It is, of course, usual to 
render a “bare” statement under 
the old method of monthly ledger- 
keeping. 

Hence, it is claimed that the advant- 
ages of the cycle-billing method are: 
(a) There is an even spread of work 

throughout the month, instead of 
the end-of-month rush which now 
prevails.- This ensures a better 


utilisation of staff and avoids 


over-loading at “peak” periods. 
The time allotted to each cycle 
will be .sufficient to handle the 
work involved. 

This, in turn, eliminates delay in 
rendering the accounts. Cycles 
can be as small, as numerous, and 
as frequent as necessary, to en- 
sure that all accounts are sent out 
on the due date. 

The substitution of single hand- 
ling for multiple handling of ac- 
counts saves time and labour. 
Each account is removed from the 
ledger, placed in the machine, 
posted and replaced in the ledger 
once only in each month. There is 
no exception to this rule. 

The customer is able to check the 
items charged on the statement 
with the actual vouchers which 
are attached. This reduces cus- 
tomers’ queries to an absolute 
minimum with a consequent sav- 
ing of work for the staff. 
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(e) The task of filing vouchers, after 
posting, is abolished. The micro- 
film record which is taken can be 
stored in a fraction of the space 
required to file the vouchers, and 
at no cost in labour. The capacity 
of available micro-filming equip- 
ment ranges from 700/800 docu- 
ments per hour to about 5,000. It 
is obvious, therefore, that micro- 
filming is incomparably faster 
than any known method of manual 
filing. 

When installing a cycle-billing led- 
ger, the following points must be care- 
fully considered: the type of machine 
to be used, the number of cycles, the 
form of the stationery. When some 
other form of ledger is being converted 
to cycle-billing, it is necessary to re- 
view every step in the old procedure, to 
adjust it to the new requirements and 
to make sure that nothing is forgotten. 

A knowledge of the available 
machines, their capacity and mode of 
operation is essential, as is also a clear 
idea of the end-result desired. The 
number of cycles to be operated will 
depend to some extent upon the size of 
the ledger and the number and 
capacity of the machines used. The 
available staff will also have a bearing 
on this choice. 

Stationery must be designed to fit 
the requirements of the business, with 
due regard for the efficient operation 
of the machines. This will not only in- 
clude the statement and ledger card, 
but also dockets, credits, receipts, jour- 
nal vouchers and transfers. The posi- 
tions of the customer’s name and ad- 
dress, date, references, and amounts 
are all of importance to staff working 
at high speed on the machines. 

So too with the micro-filming equip- 
ment. This must be selected with due 
regard for its capacity, taking into ac- 
count the number of documents to be 
handled and the probable time avail- 
able for the micro-filming operation. 

Let us consider these several points 
in more detail. 


Machines 


There are several accounting 
machines already on the market with 
special cycle-billing features. They 
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bear a strong resemblance to each 
other in method of operation, presenta- 
tion of work, and capacity. They differ 
mainly in keyboard style and method 
of operation control. All these 
machines require a minimum of 
manual operation, being largely auto- 
matic, and they produce a statement, 
ledger card and journal sheet speedily 
and accurately. Totals are accumu- 
lated and easily available at the end of 
a posting run for control purposes. 
Their output is extremely high when 
compared with other types of 
machines used for the orthodox led- 
ger, and the manufacturers claim that 
the capital investment in cycle-billing 
machines is considerably less than for 
other machines and ledgers. This is 
substantially true when one remembers 
that one machine operating on cycle- 
billing can produce as much as three 
and even four machines operating on 
another type of ledger. However, 
cycle-billing machines are expensive 
and would probably prove uneconomi- 
cal when used for ledgers of less than 
a certain minimum size. For small led- 
gers, it is better to invest in one of 
the smaller and cheaper machines 
which can be adjusted to do cycle- 
billing, though more slowly, and which 
are entirely satisfactory for a small 
output. 


Stationery 

The special stationery needs of the 
cycle-billing ledger are the statement 
and the ledger card. These are usually 
quite different from those used with 
other forms of ledger. The statement 
is almost invariably non-descriptive, 
and the postings are marshalled in a 
way peculiar to cycle-billing. Posting 
commences on the left-hand side of the 
statement and moves across to the 
right, completing first the statement 
and then the card in one continuous 
operation. The insertion of the open- 
ing balance and the relevant debits and 
credits is done manually and the re- 
mainder of the operation is automatic. 
Debits and credits are posted vertically 
in separate columns on the statement, 
but the ledger card record is contained 
in one horizontal line. The ledger cards 
are ruled and dated and, by means of 
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an automatic alignment feature on the 
machine, a card is aligned at the cor. 
rect month instantaneously. Other 
changes to existing stationery may be 
necessary. For instance, it may be 
necessary to use journal vouchers, 
inter-ledger transfers, etc., in dupli- 
cate or triplicate form so that the 
several parts can be filed in their rele- 
vant positions in the ledger to await 
posting. 

Filing 

The filing equipment needed to house 
the cycle-billing ledger will also differ 
from that usually in use. Experience 
has shown that the ledger trays and 
cabinets used with other types of led- 
ger will not meet the needs of the 
cycle-billing ledger. This is mainly due 
to the fact that all the posting media 
of the latter must be assembled and 
held until required for posting at the 
end of the cycle period. You will ap- 
preciate that, since it will probably be 
necessary to refer to vouchers during 
the time that they are held prior to 
posting, the most suitable place to file 
them is in the body of the le#ger in 
close association with the respective 
accounts. This is also desirable from 
the point of view of the posting opera- 
tion. 

Filing equipment is now available 
for this purpose. It is a steel cabinet 
containing a number of trays, placed 
at a suitable height for handling and 
reference, and a number of reserve or 
storage trays placed at a lower level. 
The “active” ledger is kept in the up- 
per trays, and the “inactive” accounts 
are placed in the lower trays. This is 
an important feature because, by re 
moving the inactive accounts from the 
active ledger, the posting operation 
can be made considerably faster. On 
the other hand, the inactive accounts 
must be readily available when re 
quired to be replaced in the active led- 
ger. It is a basic principle of the cycle 
billing filing system that there must be 
a ledger card in the ledger for every 
voucher requiring to be filed. Thus, if 
an account cannot be located in the 
ledger during the filing of vouchers, it 
must be sought in the inactive ledger 
and if found there it will be immedi- 
ately removed to the active ledger. 
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it is a new account, a new ledger card 
must be inserted in the active ledger to 
accommodate the voucher. 

Usually a customer’s history card is 
filed with the ledger card, and the two 
ecards form a pocket into which the 
youchers are placed. Each card has a 
window cut into its centre so that the 
presence of vouchers can be easily as- 
certained, and this enables the machine 
operator to satisfy herself that nothing 
has been left unposted. When the his- 
tory card is used, the practice is to re- 
move the ledger card and vouchers 
when posting, leaving the history card 
in position as guide, and to replace the 
ledger card after posting. 

This method, however, is wasteful 
of space, there being twice as many 
cards in the trays as are needed to 
record the accounts. For this reason, I 
favour keeping the ledger card alone. 
The vouchers are filed in front of the 
ledger card, and the operator, when 
posting, removes the card and vouchers 
and after posting places the card in 
another tray. This has the effect of 
emptying the contents of one tray into 
another, and thus ensures that nothing 
has been omitted from the posting. 


Arrangement of cycles 


And now a word about the arrange- 
ment of the cycles, or ledger groups. 
The first step is to decide how many 
cycles will be used. Consideration will 
have to be given to the number of ac- 
counts in the ledger, the number of 
machines and their capacity, the num- 
ber of staff available for filing and for 
preparing the ledger for posting, and 
the number of working days in each 
month. 

The users of cycle-billing seem to be 
divided on the question of number of 
cycles per month. The majority ap- 
pear to favour twelve or fourteen, 
though aparently some go as high as 
twenty. Cycles that are too large need 
more machines to handle them in the 
allotted time; cycles following too 
closely on one another probably require 
a larger staff to prepare them for post- 
ing. 

Personally, I think that the most 
suitable number is ten, at any rate for 
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the medium-sized ledger, though it 
might be unsuitable for the large 
ledger. 


It is important to distinguish the 
working days in the month. Having 
eliminated Saturdays, Sundays and 
public holidays, one finds that there 
are approximately twenty working 
days in the average month. When fix- 
ing the cycles, one must decide upon a 
“closing date” for each cycle, and the 
tendency is to make that date invari- 
able from month to month. I would 
like to suggest that this is not the most 
efficient method. It is necessary to de- 
termine a “closing date” so that cus- 
tomers may know what to expect on 
their statements, but it is also neces- 
sary to fix a “posting date” so that 
the staff may have a time-table to work 
to. From the organisational point of 
view, the latter date is, I think, the 
more important. A cursory glance at 
the calendar will show that rigidly 
fixed recurring dates will fall on non- 
working days almost as frequently as 
not. Furthermore, it will not be un- 
usual for “closing dates” of consecu- 
tive cycles to fall at the beginning and 
end of a weekend or holiday period and 
thus disorganise and delay the posting 
process. Delay in the closing, posting 
and mailing of a cycle will adversely 
affect work on the succeeding cycles, 
and this could easily lead to a perma- 
nent lag which could throw the ledger 
into confusion and utterly defeat the 
purpose of cycle-billing. 


Closing a cycle 


The work associated with the closing 
of a cycle can be divided into three 
stages: 

(a) preparing the ledger for posting; 
(b) posting; and 

(c) micro-filming, inspecting state- 

ments and mailing. 

Thus three distinct periods of time 
must be allowed for when planning the 
cycles, and it is for this reason that, 
in a recent cycle-billing installation 
with which I was associated, I de 
parted from the usual practice of set- 
ting fixed “closing dates” and, instead, 
fixed the cycles in relation to “posting 
dates.” This was done by first fixing 
the “posting dates” so that they were 


33 





CYCLE-BILLING 


evenly spread over the monthly work- 
ing days. By using ten cycles, a “post- 
ing date” fell approximately on every 
second working day. Then, as time is 
needed to prepare the ledger for post- 
ing, the “closing date” was set so as 
to allow one working day between it 
and the “posting date.” It does not 
matter that a “closing date” falls on 
a Saturday or Sunday, provided that 
the “posting date” falls on the second 
working day thereafter. The result is 
a variable “closing date” but this 
should not be of any real inconveni- 
ence because the variation is never 
more than a day or two, and the actual 
“closing date” is indicated on the 
statement. Any objection to this 
method can be easily overcome by the 
smoother flow of work which is 
achieved in the office. 


Controls are used with the cycle- 
billing ledger in the same manner as 
with other ledgers. Vouchers are 


checked and listed daily, and the list 
totals are posted to the cycle and 
master control accounts each day as 
they are received. When postings to 
the individual accounts are completed, 


the total debits, credits and balances, 
as shown on the journal or proof sheet, 
are compared with the cycle control 
account and should agree. 


The auditor 

The function most affected by the 
conversion to cycle-billing is perhaps 
that of the auditor. The practice of 
taking possession of a ledger at the 
auditor’s discretion, and often remov- 
ing it from its normal location, is not 
possible with the cycle-billing ledger. 
There are several reasons for this, and 
probably the most important is that it 
is impracticable and indeed undesir- 
able that trays be removed from their 
cabinets, except for posting, or that 


the cards be taken out of the trays 
once the filing of vouchers has started, 
Furthermore, the ledger cards do not 
permit a normal audit to be made be 
cause they do not record any details of 
the transactions, and the original 
vouchers are no longer available, hay- 
ing been sent out with the statements, 
Hence the auditor must organise his 
audit so as to coincide with the inspec. 
tion of statements after posting and 
micro-filming has been completed. The 
audit check of vouchers will take place 
before the vouchers are listed and de 
livered to the ledger-keeper. By a 
suitable notation of test vouchers, it 
will be possible to “follow through” 
and recheck them on the relevant 
statements. Cycle-billing will require 
the auditor to modify his procedure 
but, I think, it offers him a better 
medium to work with since it can be 
so much more accurate, concise and 
punctual than the old form of ledger. 


Conclusion 


Space does not permit a lengthy ex- 
planation of the processes used, or of 
the initial difficulties sometimes en- 
countered in a conversion to cycle 
billing. Each case will present its own 
problems and these will have to be 
solved as they arise. The literature put 
out by the machine manufacturers 
helps with an understanding of the 
machines, what they do, and how they 
do it, but there will be many problems 
arising out of your own _ internal 
systems which may appear to have 
only an indirect bearing on the ledger 
processes. These you will have to solve 
for yourself and they will probably 
call for much careful thought, but you 
must be quite certain that you have 
worked out satisfactory solutions to all 
of them before putting a cycle-billing 
ledger into operation. Only by doing 
this will you make sure of success. 
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IMPRINTS A MINUTE! 


lnprinter-Detacher is now available. This new office equip- 
ment saves valuable time normally spent in he 
repetition work. With marginally punched forms, 
linprinter-Detacher may be used for imprinting 
facsimile signatures on cheques. It can also be 
applied to imprinting pay addresses, changes 
of rates, etc., on public utility and general 
invoices, as well as other time-consuming 

jobs. 
The Imprinter-Detacher imprints, 
dates, counts, then detaches the 
continuous forms into units at 
amazing speed. Thoroughly 


Imprinter-Detacher a 2 Sa 
and a sound economic 


proposition. 


See it demonstrated — there is ne obligation 


7 LAMSON PARAGON LIMITED 


part of the MELBOURNE JB 3331 NEWCASTLE B1144 HOBART 5381 
Lamson Paragon SYDNEY UW 3457 ADELAIDE LF 1251 NEW ZEALAND 


on 
a BRISBANE 2791 PERTH BF 2591 AUCKLAND 576-522 
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The Australian Society of Accountants 
1956 Research Lecture in the University 
of Melbourne. 


GOVERNMENT ACCOUNTS 
AND 


SOCIAL ACCOUNTING 


R. L. Mathews, B.Com., A.A.S.A. 


I 
INTRODUCTION 

N two previous research lectures I 

have discussed at some length the 
contribution which the accountant may 
make to the study of national account- 
ing, or social accounting as it has come 
to be called.1 The major purpose of 
social accounting is to record and 
analyse the nation’s economic activities 
as a basis for government policy de- 
cisions on such vital issues as the size 
and distribution of the national in- 
come, the rate and direction of the 
nation’s economic growth, the mainten- 
ance of internal and external stability, 
and the most efficient use of economic 
resources. 

In the previous lectures I have sug- 
gested that the most convenient and 
reliable source of social accounting in- 
formation lies in the final accounting 
reports which the different accounting 
entities prepare for other purposes. 
These are the reports prepared for 
presentation to shareholders (or other 
proprietors) and taxation authorities 
in the case of business enterprises, and 
the financial statements submitted to 
Parliament in the case of public 
authorities. In the paper on Account- 
img and Economic Concepts I tried to 
show how the accounting reports of in- 
dividual business enterprises may be 
designed to provide the information 
required for social accounting pur- 
poses ;* in this lecture I propose to dis- 





1. See New Horizons in Accounting, Com- 
monwealth Institute of Accountants 
Research Lecture in the University of 
Melbourne, 19 Sept., 1951; and Account- 
ing and Economie Concepts, Australian 
Society of Accountants Research Lecture 
~ Fag University of Sydney, 23 Sept., 

2." Ibid. 
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cuss the accounts of public authori- 
ties. 

Attention will be directed primarily 
to the accounts of central governments 
(in Australia, the Commonwealth and 
States). In general, however, the 
same arguments will apply to the ac- 
counts of local government authorities. 
The classification of local government 
accounts for social accounting purposes 
is similar to the classification of central 
government accounts; the larger num- 
ber of units makes the collection of in- 
formation relating to local government 
accounts more difficult, but the annual 
returns required from local authorities 
may be designed to provide the basic 
data necessary. It is possible, of 
course, that social accounting require- 
ments may conflict with other major 
purposes of government accounting, 
but I hope to show that this is not so. 
The problem of integrating the govern- 
ment accounts in the social account- 
ing framework is primarily a problem 
of classification. Given a _ suitable 
scheme of classification, the budgetary 
accounts may be designed to meet the 
traditional purposes of government ac- 
counting as well as to provide, in 
readily accessible form, the informa- 
tion needed for social accounting pur- 


poses. 


II 


THE TRADITIONAL PURPOSES OF 
GOVERNMENT ACCOUNTING 


What are the traditional purposes of 
government accounting, and how well 
do existing systems of budgetary ac- 
counts serve these purposes? Some 
light has been thrown on these ques- 
tions by a number of studies under- 
taken in recent years on behalf of 
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national governments in Great Britain, 
the United States, and Australia, and 
by international agencies of the United 
Nations.* In general it may be said 
that the traditional purposes of govern- 
ment accounting are: 


(1) to facilitate parliamentary con- 
trol over government receipts 
and expenditure—this has been 
called* the accountability pur- 
pose of government accounting; 
and 


to facilitate executive control 
over the government’s financial 
activities—this has been called‘ 
the management purpose of 
government accounting; 


a possible third purpose is to 
inform taxpayers and other 
citizens regarding the sources 
of revenue raised by govern- 
ments and the nature of expen- 
diture incurred—this we may 
call the reporting purpose of 
government accounting. 


To meet the accountability purpose, 
it is necessary that budgeting and ac- 
counting records be maintained and in- 
tegrated to ensure that public moneys 
are spent only when authorised by 
Parliament. The accounting system 
needs to be designed in a way that re- 
flects the pattern of financial respon- 
sibility within the public service, and 
the accounts should be subject to ex- 
ternal audit carried out independently 
on behalf of Parliament. 


It is not sufficient, however, merely 
to ensure parliamentary control. Par- 
liament is essentially a policy-making 
body and the execution of public policy 


3. See the Final Report of the Committee 
on The Form of Government Accounts 
(Cmd. 7969, 1950); The Hoover Commis- 
sion Report (McGraw-Hill 1949); Budge- 
tary Structure and Classification of 
Government Accounts (United Nations, 
1951); and Government Accounting and 
Budget Execution (United Nations, 1952). 
See also the Reports of the Commonwealth 
Joint Committee of Public Accounts, 
especially the 18th Report on The Form 
and Content of the Financial Documents 
Presented to the Parliament. 

. In Government Accounting and Budget 
Ezecution. 





is in the hands of the Ministers of the 
Crown and the public service depart. 
ments which they administer. It is 
therefore necessary that budgetary ae. 
counting procedures be designed to 
permit efficient administrative contro] 
over the government’s financial activi- 
ties. This means that the accounting 
system should reflect the division of 
adrainistrative responsibility, and 
should measure the cost of carrying out 
particular programmes and activities, 
Emphasis should be placed on the pur- 
pose of the expenditure rather than its 
nature. “Such an approach would 
focus attention upon the _ general 
character and relative importance of 
the work to be done, or upon the ser- 
vice to be rendered, rather than upon 
the things to be acquired, such as per- 
sonal services, supplies, equipment, and 
so on. These latter objects are, after 
all, only the means to an end.”® The 
accounting system should also provide 
the information that is necessary to 
enable the executive branches of gov- 
ernment to carry out their planning 
and financial control functions. This 
will involve, inter alia, an efficient sys- 
tem of internal audit. 


III 


THE TRADITIONAL PATTERN OF 
GOVERNMENT ACCOUNTS 


What are the distinguishing charac- 
teristics of the system of government 
accounting that has been developed to 
meet these purposes? There are two 
major features of government account- 
ing which deserve attention, both of 
which derive from historical emphasis 
on the accountability function. The 
management and reporting purposes 
of government accounting have hither- 
to received relatively little attention. 
The first characteristic of existing sys 
tems is the cash basis of recording 
transactions, and the second is the clas- 
sification framework that is usually 
adopted. Until recently it might have 
been said that there was a third im- 
portant difference between government 
accounting and commercial accounting 





5. The Hoover Commission Report, op. ct. 
p. 36. 
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procedures, resulting from the wide- 
spread use of budgeting in the gov- 
ernment accounts. However, this dif- 
ference has now largely disappeared 
as a result of the development of bud- 
getary contro] techniques in business 
enterprise accounting. 


The cash basis of accounting 

Government accounts traditionally 
record cash receipts and outlays, and 
not revenue receivable and expenses 
incurred. “The public accounts... 
are merely a cash record, not a true 
expenditure account; thus they do not 
provide an accurate record of govern- 
ment activity during the year, and are 
hardly superior in technique to that of 
a penny cash book.”* The reasons for 
the cash basis of government accounts 
are historical; they are “bound up with 
the history of the old struggles be- 
tween the Crown and Parliament, and 
of the control finally established by 
Parliament over the right of the Crown 
to raise money by taxes and to spend 
the money only on purposes approved 
by Parliament.’ 

The recording of transactions on a 
cash basis does not necessarily imply 
the presentation of financial statements 
in terms of cash receipts and payments. 
In preparing the final accounts it 
would be possible to make adjustments 
for revenue receivable and expenses 
payable, at the beginning and end of 
the accounting period, thereby ensur- 
ing that the statements reflect fully 
the financial activities of the govern- 
ment during the period even if the ac- 
counting records do not. In practice, 
however, the financial statements of 
governments are usually also confined 
to cash transactions. This has many 
important implications. In the first 
place, the surplus or deficit that is re- 
corded in the government accounts is 
a cash surplus or deficit, and govern- 
mental budgets represent cash budgets 
rather than predetermined plans of 





6. U. K. Hicks, Public Finance, (Nisbet and 
ts University Press, 1947), p. 


. Final Report of the Committee on the 
Form of Government Accounts, p. 12. 
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performance. Secondly, there is some 
difficulty in integrating the cash ac- 
counts of the central government with 
the accounts of government business 
undertakings, which are frequently 
maintained on an_ accrual basis. 
Thirdly, there is no distinction in gov- 
ernment accounts between current and 
capital transactions, and depreciation 
charges are not recorded. Finally, 
changes in stocks, changes in receiv- 
ables and payables, and cash transfers 
between different funds may mean that 
the cash statements do not provide an 
accurate indication of the pattern of 
government activity. 


Classification framework of government 
accounts 


The classification framework is de- 
termined largely by legal and consti- 
tutional requirements, by the depart- 
mental organisation of the public ser- 
vice, and by the need to conform to par- 
liamentary budgetary procedures. 

Legal and constitutional require- 
ments are largely responsible for the 
characteristic fund classification of 
government accounts. Public receipts 
and outlays are usually segregated in- 
to a number of different funds, which 
are legally defined as available only for 
restricted purposes. Commonwealth 
and State Governments in Australia, 
for example, maintain a Consolidated 
Revenue Fund, a Loan Fund, and a 
large number of Trust Funds. As with 
other aspects of government account- 
ing, there seem to be historical reasons 
for the fund structure of accounts. 
“In most countries rigid fund struc- 
tures and earmarked revenues were es- 
tablished to delineate priorities in gov- 
ernmental expenditures where public 
revenues were uncertain. The estab- 
ment of a fund and the assignment of 
a stable revenue source thereto has 
been an expedient for assuring the con- 
tinuation of a programme deemed de- 
sirable by the legislature or the execu- 
tive.’’® 

It seems clear, however, that rigid 
fund structures impose unnecessary re- 
straints on governments and may im- 





8. Government Accounting and Budget Exe- 
cution, p. 15. 
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pede their ability to maintain economic 
stability or promote programmes of 
economic development. In Australia 
the historical reason for separate funds 
has disappeared and transfers between 
funds are possible. The distinction be- 
tween revenue fund and loan fund, 
based on the idea that revenue expen- 
diture should be financed from taxes 
and capital expenditure from loans, in 
any case does not make sense in the 
light of modern economic theory and 
practice. The only types of funds 
which appear justifiable under modern 
conditions are trust funds in respect of 
moneys not available for normal gov- 
ernmental purposes. 

The departmental organisation of the 
public service results in a classification 
of the government’s financial transac- 
tions in terms of ministerial respon- 
sibility. Classification on this basis is 
usually satisfactory for management 
purposes in so far as administrative 
or spending departments are concerned, 
but the departmental basis of classi- 
fication, when combined with the cash 
basis of accounting, creates difficulties 
in the case of trading departments such 
as the Postmaster-General’s Depart- 
ment, Railways, etc., the accounts of 
which are incorporated in the general 
accounts of the central government in 
the same way as the accounts of the 
administrative departments. Some of 
these difficulties will be discussed later. 


There may also be a conflict between 
departmental classification and classi- 
fication on a functional basis, i.e., ac- 
cording to the purpose of the transac- 
tion. We have seen that the manage- 
ment purpose of government account- 
ing requires that the cost of particular 
functions or activities be measured, 
irrespective of the nature of individual 
classes of expenditure or the depart- 
ments concerned. Thus in South Aus- 
tralia the Financial Statement of the 
Treasurer summarises the net cost to 
the taxpayer of the various functions 
of government, viz., social services, de- 
velopment of state resources, trade and 
industry, war obligations, other ad- 
ministrative activities, public under- 
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takings. Unfortunately, however, one 
purpose of government accounting may 
sometimes only be achieved at the ex. 


pense of another. The reporting func. 
tion in particular is not likely to be 
satisfactorily fulfilled if too many dif- 
ferent statements are prepared on the 
basis of alternative classifications, 
“Though generally speaking an at- 
tempt is made in all Australian public 
accounts to classify revenue expendi- 
ture by functions, there is a good deal 
of cross division between functions and 
departments. In some cases, the at- 
tempt is made to overcome this diffi- 
culty by presenting two separate state- 
ments of revenue and expenditure— 
one classified departmentally and the 
other functionally, thus adding to the 
welter of statements through which 
the student of public finance must find 
his way.’”® 

The need to conform to parliament- 
ary budgeting procedures also _in- 
fluences the classification framework of 
government accounts. Estimates of 
expenditure other than special appro- 
priations to meet public debt charges, 
etc., are usually classified on the basis 
of departmental votes, and _ within 
each vote items are grouped by ad- 
ministrative divisions. The vote of 
the Commonwealth Department of 
Shipping and Transport, for example, 
is subdivided into three parts corres- 
ponding to the administrative, marine 
branch, and ship construction divisions 
of the Department; and the estimates 
in respect of each division record sep- 
arately “salaries and payments in the 
nature of salary” and “general ex- 
penses”. Individual items are thus 
grouped by subject rather than by ser- 
vice, and it is difficult if not impossible 
to discover the estimated cost of par- 
ticular activities. 


IV 
REFORMING THE BUDGETARY ACCOUNTS 


Some of the limitations inherent in 
government accounting systems have 
been discussed in the preceding section. 


9. A. A. Fitzgerald, “Accounting and the 
Public Accounts”, p. 5, Proceedings of the 
Australian Society of Accountants Con- 
vention on Accounting, 1954. 
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It has been noted that these limitations 
arise partly as a result of the cash 
basis of accounting, and partly from the 
conventional classification framework 
of government accounts. In this sec- 
tion it is proposed to consider what ac- 
tion should be taken to ensure that the 
government accounts are presented in 
a form that will satisfactorily serve the 
traditional purposes of government ac- 
counting. It is suggested that four 
major reforms are necessary, each of 
which is designed to place more em- 
phasis on management and reporting 
requirements than is possible under 
existing systems. Firstly, budgets 
should represent predetermined plans 
of performance and not simply cash 
appropriations. Secondly, departments 
engaging in trading activities should 
be separated from the administrative 
departments, and their accounts main- 
tained on a commercial basis. Thirdly, 
the accounts of governments should 
distinguish between current and capital 
transactions. Finally, the various 
financial statements prepared by a par- 
ticular government should be consoli- 
dated in order to provide a compre- 
hensive picture of all the financial ac- 
tivities of that government. 


These budgetary reforms are made 
necessary by the fact that the accounts 
now in use have been designed pri- 
marily to facilitate parliamentary and 
Treasury control over the _ public 
finances, and insufficient attention is 
paid to the control of efficiency. “The 
accounting method used in the public 
departments is no longer efficient for 
its purpose; it is attuned to reveal dis- 
honestly and not incompetence.”’!® 


At first sight it might appear that 
the cash basis of accounting is the 
Main factor retarding the efficient 
management of the state’s financial ac- 
tivities, and that a complete conversion 
to a commercial basis will solve most 
of the problems of government account- 
ing that have been outlined. The ac- 
counting task force of the Hoover Com- 
mission on Organisation of the Execu- 





. U. K. Hicks, op. cit., p. 369. 
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tive Branch of the Government has in 
fact recommended the adoption of an 
accrual basis of accounting by the 
United States Government," and 
legislation has recently been introduced 
into the United States Senate which 
inter alia is intended to bring about 
such a change.'? Considerable care is 
needed, however, in applying commer- 
cial accounting principles to govern- 
ment accounts, and the United King- 
dom Committee on the Form of Gov- 
ernment Accounts (the Crick Commit- 
tee) in their Final Report published in 
1950 reached the opposite conclusion 
to that of the Hoover Commission. The 
Crick Committee could see few advan- 
tages likely to result from the adoption 
of commercial accounting methods. It 
was suggested that, “where adequate 
quantity records are kept, there is no 
advantage in a continuous valuation of 
stores.”’* The committee thought there 
would be insuperable practical dif- 
ficulties in capitalising and depreciat- 
ing fixed assets, and that no staff 
economies would result from the adop- 
tion of an accrual basis of accounting. 
Accordingly, it was concluded that 
“the main Exchequer Accounts and the 
framework of both Estimates and Ap- 
propriation Accounts should remain on 
a cash basis.’’'* 


In the United Kingdom a previous 
attempt to record the government ac- 
counts on a commercial basis failed 
disastrously. In 1918 a Select Com- 
mittee on National Expenditure ap- 
proved proposals that would have per- 
mitted the presentation of revenue 
and expenditure statements in place 
of the usual cash statements; and 
which were designed to measure costs 
of particular services and activities as 
a basis for the control of efficiency. 
Unfortunately, the first Department 
chosen to implement the new scheme 
was the Department of War, and it 





11. Hoover Commission Report, p. 55. 
12. Journal of Accountancy, July 1956, p. 5. 


13. Final Report of the Committee on the 
Form of Government Accounts, (Cmd. 
7969, 1950), paragraph 40. 


14. Summary of Main Conclusions 1-4, p. 57. 
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soon became apparent that the control 
of efficiency in the Army differs funda- 
mentally from control in a business 
undertaking; “The Army Council has 
as its main object the production of an 
efficient Army, and the factor of mili- 
tary efficiency is an abstract idea not 
susceptible of appraisement in terms 
of cash.’ Valuation of general stores 
was found to be expensive and valua- 
tion of warlike stores impossible. After 
seven years only £5 million worth of 
stores had been valued out of an esti- 
mated value of £100 millions, and the 
experiment had cost between £200,000 
and £400,000 per annum. Moreover, 
it was decided that while the new sys- 
tem contributed nothing to the control 
of efficiency in the Army, it could not 
be operated without interfering with 
Treasury control. The Army cost ac- 
counting experiment was therefore 
dropped, and army accounting reverted 
to a cash basis in 1926.'° 


The major reforms necessary to per- 
mit efficient management and clear re- 
porting may, however, be introduced 


without departing substantially from 
the cash basis of accounting, and these 
reforms will now be considered in some 
detail. 


Performance budgeting 


The first requirement, if efficiency is 
to be attained, is information regard- 
ing the cost of particular programmes 
and activities. In order to decide 
whether or not a programme or activ- 
ity has been carried out efficiently, it 
is necessary to measure performance 
against some yardstick. The Hoover 
Commission in the United States has 
suggested that this yardstick should 
take the form of a performance bud- 
get, i.e., a budget in which the cost of 
particular projects and activities is 





15. Ibid. (Appendix C). 

16. For a full discussion of the Army cost 
accounting experiment, see F. K. Wright, 
“The British Army Cost, Accounting 
Experiment 1919-25”, The Australian 
Accountant, November 1956. Mr. Wright 
suggests that the experiment has been 
wrongly interpreted by the Crick Com- 
mittee and others. 


predetermined. “Attention is centred 
on the function or activity—on the ae. 
complishment of the purpose—insteaq 
of on lists of employees or authorizg. 
tions of purchases.’”’7 If a system of 
performance budgeting is in operation 
the legislative and executive branches 
of government may concentrate atten. 
tion on two main questions: 

First: What is the desirable magnitude of 
any major Government programme or function 
in terms of need, relation to other programmes, 
and proportion of total government expenii- 
tures? This is essentially a question of public 
policy, and must be answered by the respon- 
sible officials of the executive branch and 
eventually by the Congress. 

Second: How efficiently and economically 
can an approved Government programme be 
executed? In other words, can the same 
amount of work be performed satisfactorily 
under different arrangements or through im- 
proved procedures at less cost? 

The performance budget would enable 
administration to place responsibility upon 
subordinate officials for the clear execution of 
the provisions made by Congress. It would 
also simplify the reporting and the account 
ing system.” 

The Hoover Commission emphasised 
that performance budgeting would not 
change legislative responsibility in any 
way; however it would strengthen 
legislative control by relating bud- 
getary requirements to the purposes of 
government expenditure. The Com- 
mission intended that the performance 
budget should be used in conjunction 
with an accrual method of accounting, 
but there is no reason why the tech- 
nique of performance budgeting should 
not be adapted to a cash basis. Per- 
formance budgeting would, however, 
involve a different system of classifica- 
tion. The technique has already been 
used successfully in some American 
States and municipalities. 


Trading departments 

The present system of government 
accounting was evolved primarily to 
enable Parliament and the Treasury 
to maintain control over the spending 
activities of administrative depart- 
ments. The incorporation of the ac- 





17. Hoover Commission Report, p. 38. 
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counts of trading departments in the 
budgetary framework of cash receipts 
and outlays has been an historical ac- 
cident, which has had the effect of 
destroying the logic and simplicity of 
the conventional pattern of govern- 
ment accounting. Because the cash 
basis of accounting is not suitable as 
a method of recording commercial 
transactions, the financial statements 
of trading departments are sometimes 
published on a cash basis, and some- 
times on an accrual basis, and con- 
siderable confusion has resulted in the 
interpretation of such statements. The 
South Australian Railways in 1954-55 
recorded a cash surplus of £1,549,478 
and a deficit in the Revenue Account 
of £670,102, while the South Australian 
Auditor-General suggested that the 
financial loss to the State resulting 
from the year’s operations was 
£3,978,931. He commented as follows: 


The financial accounts as submitted by the 
Railways Department are in conformity with 
law and Parliamentary decisions but they do 
not reveal the actual annual financial result 
from the point of view of the State for the 


following reasons :— 

(a) Commencing with 1949-50 contributions 
have been made from Consolidated 
Revenue towards the Working Expenses 
and Debt Charges of the Railways... 


(6) The annual Debt Charges on £3,089,000 
of Loan Funds, representing accrued 
depreciation on rolling stock up to the 
30th June, 1927, are not included in the 
Railway Accounts .. .” 


The difficulty of interpreting the 
financial statements of trading depart- 
ments is increased when government 
accountants themselves disagree re- 
garding the basis on which the ac- 
counts should be prepared. For ex- 
ample, there has been a long-standing 
dispute between the Commonwealth 
Postmaster - General’s Department, 
which prepares its accounts on both a 
cash and an accrual basis, and the 
Commonwealth Auditor-General, who 
audits only the cash statement. In dis- 





18. The Auditor-General’s 1954-55 


(p. 120). 


Report, 
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cussing the difference between the 
1951-52 cash statement deficit of 
£4,919,803 and the surplus of £662,583 
which was recorded in the Depart- 
ment’s commercial accounts for that 
year, the Auditor-General said it would 
be necessary to examine the methods 
adopted in preparing the commercial 
accounts before he would give a certi- 
ficate regarding their accuracy. In 
particular he was concerned about the 
basis on which credits were recorded 
for services rendered to other depart- 
ments which record their transactions 
on a cash basis, methods of allocating 
expenditure between capital and work- 
ing expenses, and the recording of in- 
terest charges.’* Even if these dif- 
ficulties are overcome, however, the 
dual system of accounting for a single 
department on both a cash and a com- 
mercial basis has obvious limitations. 


Professor J. R. Hicks has suggested 
that the cash basis is quite satisfactory 
as a method of accounting for the ad- 
ministrative departments. “So far as 
the administrative departments of the 
old type are concerned, there really is 
not much which is wrong with the 
traditional system of accounting and 
financial control. It is their expendi- 
ture in the old sense which has to be 
controlled; and the traditional system 
offers as good a way of controlling 
their expenditure as has yet been de- 
vised. It has distinctly more relevance 
to their problems than business ac- 
counting has. They are being en- 
trusted, ultimately by Parliament, with 
a regular flow of funds which they are 
to distribute in appointed ways. They 
are not being entrusted, as the com- 
mercial company is entrusted, with a 
capital sum which it is their first duty 
to maintain intact.” 


The trading department, on the other 
hand, does have capital funds entrusted 
to it, which it uses to finance its trad- 
ing activities in the same way that a 





19. Commonwealth of Australia, Auditor 
General’s Report 1952-53, p. 74. The 
1954-55 Report of the Auditor-General has 
indicated, however, that an audit of the 
commercial accounts has commenced. 

. The Problem of Budgetary Reform, 
(Clarendon Press, 1948), p. 14. 
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private concern uses the funds made 
available by its proprietors. Further- 
more, although a trading department 
may not be intended to earn profits 
(and may indeed incur losses), for 
control purposes it is desirable that the 
costs of its trading activities should 
be matched against the revenue earned. 
For these reasons trading departments 
should adopt commercial accounting 
methods and keep their accounts on an 
accrual basis. 


What criteria should be used in dis- 
tinguishing a trading department from 
an administrative department? I sug- 
gest that a trading department is one: 


(a) which earns non-tax revenue 
from trading activities or ser- 
vices, with the intention that 
such revenue should cover, or 
substantially cover, the cost of 
undertaking those activities or 
providing those services; and 
which receives capital funds 
from the Treasury which it 
uses to finance its revenue-earn- 
ing activities or services.?! 


Hicks points out that the distinction 
depends on the relationship of the de- 
partment in question to the Treasury.” 
He suggests that the Treasury itself 
can be divided into two sections—an 
administrative section which collects 
tax revenue and makes funds available 
to the administrative departments for 
purposes of current expenditure; and 
a banking section which makes ad- 
vances of a capital nature to the trad- 
ing departments. Such a division im- 
plies, of course, a distinction between 
current and capital transactions of the 
kind to be discussed below.*8 

Some departments, such as External 
Affairs and Interior, are clearly ad- 
ministrative departments. Others, 
such as the Postmaster-General’s De- 
partment and Railways, may be un- 


(b) 





21. Cf. the definition of a business undertak- 
ing in the 18th Report of the Joint Com- 
mittee of Public Accounts, op. cit., p. 12: 
“services for which some charge is made 
bearing a relationship to costs”. 

- Op. cit., p. 24. 
3. See p. 43. 


equivocally classified as trading depart. 
ments. There will inevitably be dif. 
ficulties in fixing the dividing line jp 
respect of departments such as Works, 
but these cannot be considered in this 
paper.** It would seem inappropriate 
however, to regard social security 
funds as trading departments. Such 
funds are established as social services 
rather than as insurance agencies, and 
commercial accounting procedures are 
not likely to be particularly relevant 
for purposes of recording their activi- 
ties. In countries such as the Unite 
Kingdom, where social security funds 
are maintained by special contrib. 
tions, it may be desirable both for gov- 
ernment accounting and social account- 
ing purposes to record the transactions 
of the funds separately from all other 
government transactions.2> In Aus 
tralia, however, the Commonwealth 
Government’s National Welfare Fund 
is financed from tax revenue, and ex- 
penditure from the fund should be re 
corded in the consolidated accounts of 
government in the same way as expet- 
diture by administrative departments.” 


Some departments may be essentially 
administrative but may contain sections 
which engage in trading activities; 
e.g., a produce trading section in 4 
Department of Agriculture. In such 
cases it would seem desirable to sepa- 
rate the trading sections from the de 
partments concerned and treat them as 
trading departments. 


The distinction between administra- 
tive and trading departments having 
been made, it will be necessary to at- 
count for the trading departments in 
the same way as for other public 
authority business undertakings. They 
should keep their accounts on a Ccom- 





24. Some of the problems of demarcation are 
discussed by Hicks, op. cit., Chapter 3. 

25. Cf. Budgetary Structure and Classifica 
tion of Government Accounts, op. cit, P- 


26. The National Welfare Fund is a trust 
fund the accounts of which need to bk 
integrated with the other accounts of the 
central government in order to obtain 4 
comprehensive statement of the govern 


ment’s financial activities. See below P- 


45. 
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mercial basis, and only the net sur- 
pluses or deficits resulting from their 
trading activities should be incorpor- 
ated in the consolidated accounts of the 
central government. Detailed operat- 
ing and financial statements of business 
undertakings and trading departments 
may then be presented as annexes to 
the consolidated accounts. There may 
be a timing problem, in that the pre- 
paration of the cash statement of the 
central government may be delayed if 
it is necessary to include the net re- 
sults of business undertakings, calcu- 
lated on a commercial basis.27 In 
practice, however, this problem should 
be capable of solution so long as the 
accounting periods of the central gov- 
ernments and business undertakings 
are uniform. 


Current and capital transactions 


If government business undertakings 
(and trading departments) adopt an 
accrual basis of accounting this neces- 
sarily implies a distinction between 
current and capital transactions. Even 
if the administrative departments re- 


tain the cash basis of accounting, how- 
ever, there are several reasons why 
such departments should likewise make 
a distinction between current and 


capital transactions. The Hoover Com- 
mission, for example, recommended 
that the budget estimates should be 
divided into two categories—current 
operating and capital—as one aspect 
of performance budgeting.2* If long 
range development programmes are to 
be planned and executed effectively, 
some system of capital budgeting is 
necessary. The Australian system of 
providing estimates of capital expendi- 
ture on a year-to-year basis inevitably 
results in inefficiency and waste, partly 
because there is no parliamentary con- 
trol over total expenditure when the 





27. Cf. Controversial Issues in Governmental 
Accounting in Australia, paper presented 
to the First Canberra Regional Conven- 
tion of the Australian Society of Account- 
ants, by Professor Sir Alexander Fitz- 
gerald, 1955. 

28. ~~" ened Commission Report, op. cit., 
p. 40. 
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ultimate commitment is not known to 
Parliament, and partly because pro- 
jects are commenced without making 
provision for the financing of future 
expenditure. In recent years in Aus- 
tralia there have been many examples 
of inefficiency arising from these 
causes. The delays that have occurred 
in completing large-scale public works 
projects have been particularly waste- 
ful in terms of economic resources at 
a time when inflationary pressure has 
been acute. Partly finished projects 
have absorbed manpower and 
materials, but contribute nothing to 
current supplies of goods and services. 
Some system of capital budgeting is 
therefore necessary to provide effective 
parliamentary control over capital ex- 
penditure and ensure that funds will be 
forthcoming to finance such expendi- 
ture.?° 


It has also been suggested that a dis- 
tinction between current and capital 
transactions may facilitate legislative 
and administrative control by separat- 
ing “government activities which are 
devoted to the management of assets 
from government activities which are 
devoted to the disbursement of 
funds.’° Viewed in this light the dis- 
tinction is a natural corollary to the 
separation of trading departments 
from administrative departments. 

Two tests have been suggested*! for 
distinguishing current expenditure 
from capital expenditure. First, there 
is the life expectancy criterion, whereby 
current expenditures, for example, 
would represent goods and services 
consumed within the accounting period. 
The other basis of separation that has 





29. Both the Commonwealth Auditor-General 
(in his Reports of 1951-52 and 1952-53) 
and the Joint Committee of Public 
Accounts (in their 18th Report) have 
drawn attention to the fact that Cabinet 
approves programmes of expenditure 
extending over a period of years, while 
Parliament has little knowledge of these 
programmes when the Estimates are being 
discussed. 

30. In the United Nations’ Report on Budge- 
tary Structure and Classification of 
Government Accounts, op. cit., p. 12. 


. Ibid, p. 14. 
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been suggested is the revenue-produc- 
ing criterion, whereby capital expendi- 
tures are those expenditures that are 
expected to yield revenue, i.e., capital 
expenditures are confined to business 
undertakings and trading departments. 
Neither test is wholly satisfactory— 
the first would include among capital 
expenditure amounts spent on certain 
armaments (such as _ battleships) 
which should probably be excluded, 
while the second would exclude expen- 
diture on durable assets such as roads, 
which should probably be included. 


To overcome these difficulties it has 
been suggested that “it is possible to 
utilise the revenue-producing concept 
as the basic rule for separating current 
from capital expenditures, but admit 
to the capital account additional gov- 
ernment outlays which add to the 
nation’s assets, although they are not 
productive in the financial sense.’ 
In other words, the two tests are com- 
bined—capital expenditure is expendi- 
ture that is revenue-producing or 
productive of durable assets. This 
procedure has been adopted in certain 
Scandinavian countries which have 
incorporated the distinction between 
current and capital transactions in 
their budgetary accounts. In Sweden 
a depreciation charge is recorded 
in the central government’s  cur- 
rent account, which has the effect of 
writing off the whole of the non-re- 
venue-producing capital expenditure 
that is recorded in the capital account. 
In theory there is no difficulty in in- 
troducing depreciation charges (relat- 
ing to non-revenue-producing assets) 
into the cash statements recording the 
transactions of the administrative de- 
partments—the depreciation allow- 
ances may be regarded as cash trans- 
fers from the current account to the 
capital account.** In so far as business 
undertakings (and trading depart- 
ments) are concerned, depreciation 
charges may be recorded in the usual 





32. Ibid, p. 15. All defence expenditure is 
regarded as current expenditure. 


‘33. Cf. Sir Alexander Fitzgerald, Accounting 
and the Public Accounts, op. cit., p. 8. 
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way, the debit entry representing 4 
charge against revenue in the current 
account, and the credit entry represent. 
ing a source of funds in the capital 
account. 


There may appear to be a conflict 
between the accounting problem of 
providing for depreciation and legal 
requirements regarding debt redemp. 
tion. In principle no problem should 
arise, since depreciation represents a 
charge in the appropriate current ac. 
count, irrespective of whether the as- 
set concerned is a revenue-producing 
asset or not; while sinking fund con- 
tributions (or other debt redemption 
payments) represent financial transac- 
tions which need to be recorded only as 
capital outgoings. In practice, how- 
ever, difficulties sometimes arise as a 
result of the particular form of con- 
stitutional or other legal require 
ments.** 


On the revenue side, the main prob- 
lem is to distinguish between current 
transfers and capital transfers. Cur- 
rent accounts should record only re 
venue derived from the activities of 
the current period, so that only taxes 
paid out of private current accounts 
should be recorded in the govern 
ment’s current account. On this cri- 
terion transfers from private capital 
accounts, e.g., death duties paid out 
of private capital accumulation, should 
be recorded as capital inflows in the 
government’s accounts. 


When the distinction between cur- 
rent and capital transactions is made, 
the misleading division of government 
transactions into Consolidated Revenue 
Fund and Loan Fund becomes mean- 
ingless and should be abandoned. 


Comprehensiveness in government 
financial statements 
The final reform that is necessary is 
designed to overcome the lack of com- 
prehensiveness in government account 
ing that results from the presentation of 
many different statements of each level 





34. See Sir Alexander Fitzgerald’s paper 
Accounting and the Public Accounts, for 
suggestions as to how these difficulties may 
be overcome. 
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GOVERNMENT ACCOUNTS 


of government. Usually no attempt is 
made to consolidate such statements 
in order to present a complete sum- 
mary of the government’s financial ac- 
tivities, but unless this is done the sec- 
tional statements are often meaning- 
less. In their joint stock company 
legislation governments have recog- 
nised the need for a consolidated state- 
ment to be presented in respect of a 
group of companies which is controlled 
by a holding company, and the same 
principle needs to be applied to the 
accounts of governments themselves. 


The lack of comprehensiveness in 
government accounting has arisen 
partly because of the exclusion of some 
trading activities (viz., those controlled 
by public corporations) from the ac- 
counts of the central government, and 
partly as a result of the establishment 
of trust funds, details of which are not 
fully disclosed. 


A method of integrating the accounts 
of undertakings and trading depart- 
ments in the general government ac- 
counts has already been suggested. So 
far as trust funds are concerned, the 
main fault is the failure of govern- 
ments to provide sufficient information, 
to Parliament or anyone else, regard- 
ing details of receipts and outlays. The 
accounts of some trust funds, for ex- 
ample, simply record each year open- 
ing balance, total receipts and total 
payments, and closing balances. As a 
result there have been frequent com- 
plaints by Auditors-General and par- 
liamentary committees that trust funds 
are used to disguise the budget, and 
that transfers between the Consoli- 
dated Revenue Fund and trust funds 
make it impossible for anyone outside 
the Treasury to determine what expen- 
ditures are taking place. There is a 
corresponding loss of parliamentary 
control over the financial activities of 
governments, and informed discussion 
by taxpayers and others is stifled. 


To correct the position, it is neces- 
sary for transactions affecting trust 
funds to be classified for accounting 
Purposes along similar lines to the 
other financial activities of the govern- 
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ment concerned, and for the financial 
statements recording trust fund activi- 
ties to be incorporated in the consoli- 
dated statements which summarise all 
the financial activities of the govern- 
ment.*> The only trust funds which 
might presumably be excluded from this 
consolidation process are those which 
the government controls in a strictly 
trustee capacity, e.g., the superannua- 
tion fund. Even if this is done, how- 
ever, full information should be pro- 
vided in respect of the financial acti- 
vities of such funds, in the form of 
a separate statement annexed to the 
consolidated accounts of the central 
government. 


V 


THE DESIGN OF THE BUDGETARY 
ACCOUNTS 
In this section an attempt is made to 
construct a framework of budgetary 
accounts that will incorporate the 


above reforms and meet the traditional 
purposes of government accounting.** 


Table 1 represents a consolidated 
statement of the central government’s 
finances. The current account inte- 
grates the net results of the trading 
departments and business undertakings 
with the cash accounts of the adminis- 
trative departments. The current re- 
ceipts and payments of the adminis- 
trative departments reflect the revenue 
obtained and expenditure incurred by 
these departments, so that the surplus 
on current account indicates the 





35. Cf. Report of the Commonwealth Joint 
Select Committee on Public Accounts, 
1932, Recommendation 16: “In all cases 
where moneys are regularly provided from 
Revenue or Loan Fund, or both, to finance 
Trust Accounts reasonable details of the 
estimated expenditure from the Trust 
Accounts should be provided in the Esti- 
mates. The gross estimated expenditure 
should be shown in items, from the total 
of which should be deducted amounts 
estimated to be available in the Trust 
Accounts from other sources.” This 
recommendation has been partly but not 
fully adopted. 


. Cf. the Technical Appendix in Budgetary 
Structure and Classification of Govern- 
ment Accounts, op. cit. 
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change that has occurred in the net 
assets of the government as a result of 
its current economic activities. Item 
1 records expenditure by administra- 
tive departments on goods and services 
for current consumption, and this ex- 
penditure needs to be further sub- 
divided by administrative departments. 
It is usual, moreover, for administra- 
tive expenditure to be further classi- 
fied into wages and salaries and other 
expenditure. The depreciation allow- 
ances recorded in Item 6 relate only to 
non-revenue-producing assets. Depre- 
ciation on revenue-producing assets is 
charged against the revenue of trading 
departments and business undertak- 
ings (See Table 2). Item 8 records tax 
revenue and is further subdivided by 
kinds of taxes. It is open to question 
whether_death duties should be re- 
corded in this item or in the capital 
account among transfers from the pri- 
vate sector (i.e., Item 20). Item 10, 


the surplus of trading operations, may 
be divided into two parts, interest on 
Treasury advances and net profits. 


The Capital Account records sources 


of funds available to the government 
and the uses to which those funds are 
put. Transactions between the central 
government and trading departments 
and undertakings are eliminated in the 
consolidation process, and the account 
records only transactions with out- 
siders. Item 12 thus shows gross in- 
vestment in both non-revenue-pro- 
ducing assets and revenue produc- 
ing assets, the latter being derived 
from Table 2. The items recording 
lending, borrowing and repayments of 
loans, (i.e., Items 13, 14, 18 and 19) 
need to distinguish transactions with 
(a) other governments, and (b) pri- 
vate businesses and individuals. The 
terms lending and borrowing must be 
interpreted broadly to include changes 
in the cash position of the govern- 
ment.*7 Items 16 and 17(a) in the 





37. In the Commonwealth Government’s 
accounts the items lending and borrowing 
would record transactions such as 
advances to the States, overseas loans, 
borrowing from the public, borrowing on 
treasury bills, and changes in the cash 


Capital Account (the current surplus 
and depreciation on non-revenue-pro. 
ducing assets) are, of course, funds 
transferred from the Current Account 
(Items 6 and 7). Item 17(b) (de 
preciation on revenue-producing as. 
sets) is derived from the revenue ae. 
count of trading departments and busi- 
ness undertakings (Table 2). 


Table 2 sets out the consolidated ac. 
counts of trading departments and 
business undertakings in a form com. 
parable to Table 1. In practice, the 
Revenue Account of an_ individual 
undertaking would be represented by 
the Profit and Loss Statement of the 
undertaking, the Capital Account by 
the Funds Statement, and there would 
also be a Balance Sheet setting out the 
overall financial position of the under- 
taking. 


The individual items in the Revenue 
Account require little comment. Items 
4, 6 and 7 are recorded in the con- 
solidated accounts of the central gov- 
ernment (Table 1), and Item 9 (sub 
sidies received) is a partial offset to 
Item 3 in Table 1. In the Capital Ac 
count the borrowing, lending and re 
payment items (Items 11, 12, 15 and 
16) need to distinguish between the 
Treasury and outsiders. Transactions 
with the Treasury are eliminated when 
the capital transactions of trading de 
partments and undertakings are inte 
grated with those of the central gov- 
ernment to produce the consolidated 
Capital Account that is represented in 
Table 1. 


VI 


THE GOVERNMENT SECTOR IN THE 
SOCIAL ACCOUNTS 


So far it has been assumed that the 
traditional purposes of government ac- 
counting are the only purposes which 
need to be served. It is now widely 
recognised, however, that the govert- 
ment accounting system must be de 
signed to provide information that 





position. Borrowing from trust funds 
would be eliminated from the statement if 
the accounts of the funds are consolida' 
with the central government’s accounts. 
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CONSOLIDATED FINANCIAL STATEMENT OF THE CENTRAL GOVERNMENT 


Current Account 


Expenditure 

. Expenditure by administrative depart- 
ments on goods and services for 

current consumption .. + 

. Interest on national debt .. 

. Subsidiaries .. - 

. Cash social service payments wile 

. Grants to state and local governments 

. Depreciation allowances on _ non- 

revenue-producing assets .. .. .. .. 

. Surplus on current account .. .. .. .. 


Revenue 
Tax revenue .. . 
Income from property . ein 
Surplus of trading departments 
business undertakings .. .. A 
Other revenue : 


Capital Account 


Uses of funds 

. Gross investment 

(a) non-revenue-producing assets 

(b) SePTOD OTSTNG assets . 

. Lending .. .. She ake Sa mad 

. Debt redemption eee 

. Other transfers to private capital 
accounts . a othe we + 


Sources of funds 
Surplus on current account .. 
Depreciation allowances 
(a) non-revenue-producing assets 
(b) revenue-producing assets . 
Borrowing .. 
Repayment of loans and advances . 
Other transfers from —_ capital 
accounts .. : oe te ee 





CONSOLIDATED FINANCIAL STATEMENT OF TRADING DEPARTMENTS AND BUSINESS 
UNDERTAKINGS 


Revenue Account 


Expenditure 
. Purchases of goods and services .. 
Wages and salaries .. .. .. .. 
Changes in stocks .. .. .. . 
. Depreciation allowances on revenue- 
producing assets .. re ee 
. Interest on borrowed funds .. 
6. Interest on sesame ener a 
SONI 25 os.00. 0% o0-* . 


KM eM 


lol me me 


8. 
9. 


Revenue 
Sales of goods and services .. 
Subsidies received .. .. .. ...... 


Capital Account 


Uses of funds 

. Gross investment in revenue-producing 
assets 

(a) fixed Eee . 

(b) stocks 

Lending .. 5 haprol eee ewe Us 
Eeensunend I ie a 
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14. 


15. 
16. 


lo | oe 


Sources 7 funds 
Net surplus .. 
Depreciation 
assets .. 
Borrowing . - 
Repayment of loans .. 


on "revenue- producing 


x“ 
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will assist the government in the 
formulation of its overall economic 
policy. It is not enough for gov- 
ernments to conduct their own af- 
fairs efficiently—in addition they have 
a responsibility to influence the econo- 
mic activities of the whole nation in 
such a way as to preserve stability and 
promote balanced growth. Hence gov- 
ernment accounting must serve another 
purpose: “to reveal information signi- 
ficant to economic analysis and at the 
same time provide the framework for 
a policy of stability and development.** 
This we may call the social accounting 
purpose of government accounting. 

It is possible that the accounting 
forms and classifications that have been 
outlined above may not be suitable 
for social accounting purposes. We 
must therefore consider what informa- 
tion needs to be recorded in the social 
accounts in respect of the government’s 
activities, and decide whether the 
above system needs to be modified in 
any way to provide this information. 

In the social accounts it is neces- 
sary, firstly, to record the income and 
expenditure flows between the govern- 
ment sector of the economy and the 
other sectors which are usually dis- 
tinguished, viz., business enterprises, 
persons and the rest of the world. 
Transactions must also be classified 
according to their economic signifi- 
cance. For example, we must distin- 
guish between incomes generated by 
the current production of goods and 
services and transfer incomes which 
make no contribution to current pro- 
duction. On the expenditure side 
government expenditures need to be 
classified into communal consumption 
(i.e., expenditure on current goods and 
services which the community may be 
said to consume collectively), govern- 
ment investment or real capital forma- 
tion, and transfer payments such as 
cash benefits and transactions affect- 
ing the government debt. The rela- 
tionship between saving and capital 
formation acquires special significance 





38. Budgetary Structure and Classification of 
Government Accounts, op. cit., p. 4. 
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in social accounting, so that it is neces. 
sary to derive a measure of govern. 
ment saving and, on the investment 
side, to distinguish between real ip. 
vestment by governments, which adds 
to the community’s wealth, and finan. 
cial investment, which merely consti- 
tutes a change in ownership. 


The place of the government’s trad- 
ing departments and business under- 
takings in the social accounts is 
another problem that needs considera- 
tion. For our purposes it will be as- 


sumed that the revenue accounts of the 
trading bodies are incorporated in the 
accounts of the business enterprise sec- 
tor, while the net surpluses of the re 


venue accounts, together with the 
capital accounts, are incorporated in 
the accounts of the government sector. 
This treatment corresponds with the 
procedure adopted in Tables 1 and 2. 
Alternatively, the trading departments 
and undertakings might have been re 
garded as a separate sector in the 
economy, quite distinct from both 
business enterprises and the central 
government. The latter course has not 
been adopted in this paper because it 
is desired to present, in as simple a 
form as is possible, a comprehensive 
statement of all government activities 
in one sector of the social accounts. 
The procedure that has been followed 
also corresponds with that usually 
adopted in practice. 


In discussing the financial activities 
of governments in relation to the social 
accounts a number of difficult concep- 
tual problems arise, which can only be 
considered briefly in this paper. One 
such problem concerns the contribution 
which governments make to the 
national income. The latter may be 
defined as the total income derived 
from the nation’s economic activity. If 
we exclude incomes that result from 
government trading activities (which 
in our system are recorded in the busi- 
ness enterprise sector), the value of 
the output of governments may 
notionally defined as equal to the cost 
of undertaking their administrative 
activities plus the net income earn 
from government property, e.g., rents. 
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THE SOCIAL ACCOUNTS OF THE GOVERNMENT SECTOR 


Production (or Income) Account 


. Purchases of goods and services 
(a) from business enterprises 
(b) from rest of the world .. 

. Gross product c/d . 


. Wages and salaries .. .. 
. Depreciation allowances é 
. Surplus c/d (net property income) . 


Pe Pe py ey 


3. Value of government output 
(a) net property income .......... 
(6) communal consumption .. ...... 
(c) capital formation .. .. 


Gross product b/d .. 


Appropriation Account 


. Communal consumption .. .. ...... xX 
. Interest payments 

(a) to persons . 

(b) to business enterprises 

(c) to rest of the world .. 
. Grants and subsidies 

(a) to business enterprises .. 

(b) to rest of the world .. - Se 
. Cash social service payments .. .. .. 
. Government saving .. ay 


lel em 


“OM 


13. Surplus b/d (net property income) 
14. Surplus on trading activities . . 
15. Taxes 
(a) from persons .. face | ak 
(6) from business enterprises al ema 


Capital Account 


. Gross government investment 
(a) non-revenue producing .. 
(b) revenue producing .. . 4 
. Net transfers to capital accounts. 
(a) persons .. : — 
(b) oe al enterprises Me 
Net lending 
(a) to persons .. . , 
(b) to business enterprises 
(c) to rest of the world . 


19. Government saving .. .. 
20. Depreciation allowances 
(a) on non-revenue-producing assets 
(6) on revenue-producing assets .. . 
21. Net borrowing 
(a) from persons .. .. ae eae 
(b) from business enterprises bo aaa 
(c) from rest of the world . “st 


TABLE 3 


Now the cost of the administrative ac- 
tivities of government is represented 
by purchases of goods and services 
from other sectors, plus wages and 
salaries paid to civil servants, plus 
depreciation allowances on the gov- 
ernment’s non-revenue-producing capi- 
tal assets.2® Of these the first item 
is produced by other sectors and must 
be deducted from total output in order 
to determine the contribution made by 
governments to the national income. 





39. Depreciation on revenue-producing assets 
is recorded in the business enterprise 
sector. 
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The sum of the remaining items of 
government output, viz., net property 
income, wages and salaries and de- 
preciation, is then equal in value to the 
assumed income produced by govern- 
ments (called gross product or gross 
income). The net product of govern- 
ments may then be derived by deduct- 
ing depreciation allowances from the 
gross product, and is represented by 
property income and wages and 
salaries. 

The position is set out in account 
form in Table 3. The Production or 
Income Account records the gross 
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value of government output and the ex- 
penditure and surplus items that make 
up that value. Item 3(a), property 
income, is by definition equal to the 
surplus of government income (Item 
6) which is carried down to the appro- 
priation account. Item 3(b) is offset 
by item 8 in the appropriation account, 
and item 3(c), which constitutes the 
gross capital formation of governments 
on both non-revenue-producing assets 
and revenue-producing assets, is equal 
to item 16 in the capital account. 

The appropriation account records 
the income surpluses of governments, 
communal consumption, and transfers, 
and the residual item represents gov- 
ernment saving. Item 14 represents 
the surplus on trading activities which 
is transferred from the business enter- 
prise sector. Items 9, 10 and 11 are 
transfer payments, and item 15 may 
need to be classified into direct and in- 
direct taxes (depending on whether 
indirect taxes are regarded as costs in 
the accounts of business enterprises or 
transfer payments). 


The balancing item in the appropria- 


tion account, government saving, is 
carried down to the capital account as 


a source of funds. The capital account 
records all the capital transactions of 
government, in respect of both non- 
revenue-producing assets and revenue- 
producing assets. Depreciation on non- 
revenue-producing assets (item 20(a)) 
is the entry corresponding to item 5 in 
the production account, while item 20 
(b) is derived from the accounts of 
business enterprises. It will be ob- 
served that transactions with each 
of the other sectors are recorded 
separately in the three accounts. 


To what extent are these require- 
ments inconsistent with the require- 
ments of budgetary accounting as set 
out in Section V? A comparison of 


Table 1 and Table 3 makes it clear 
that only a few refinements in claggj- 
fication are necessary to permit the 
integration of the budgetary accounts 
with the social accounts, provided the 
budgetary accounts are themselves de 
signed to facilitate parliamentary and 
administrative control. The major re 
finements necessary include a classifi. 
cation of expenditures into income 
generating expenditures and transfer 
payments, and a classification of all 
transactions by sectors. 

Given a_ consistent classification 
framework, the budgetary accounts of 
the Commonwealth, State and _ local 
governments may be consolidated to 
form the accounts of the government 
sector in the social accounts as set out 
in Table 3. In the consolidation pro 
cess all inter-governmental transac- 
tions are, of course, eliminated. 


VII 
CONCLUSION 


Even when the necessary information 
is available, under present conditions, 
it is extremely difficult to reconcile the 
budgetary accounts of governments 
with the accounts of the government 
sector in the social accounts. There is 
no inherent conflict, however. Most of 
the difficulties of integrating the two 
sets of accounts arise from the fact 
that the budgetary accounts lack the 
accounting design that is necessary to 
achieve the traditional purposes of gov- 
ernment accounting, which are col 
cerned with providing information as 
a basis for parliamentary and execu- 
tive control over the financial activities 
of governments, and reporting on these 
activities to taxpayers. It has been 
a major purpose of this paper to show 
that, provided the accounts of public 
authorities are designed to meet the 
original purposes of government at 
counting, they will be suitable also for 
social accounting purposes. 
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The Right Place for Comparative Figures 
Austin Donnelly, A.A.S.A. 


HAT there is a right and a wrong 

place for almost everything applies 
to one aspect of financial statements— 
comparative figures of previous years. 
The common, almost universal, place 
in which these figures are shown is the 
Profit and Loss Statement and Balance 
Sheet. But a common practice is not 
necessarily the best practice. The far 
more correct way of showing compara- 
tive figures is to include them in a 
separate summary—not in the Profit 
and Loss Account and Balance Sheet. 


Authoritative opinion 


Lest I be accused of presumption in 
criticising such a common practice (it 
is followed even by those companies 
whose annual reports have been 


awarded prizes in Australian Institute 
of Management competitions) let me 
quote the opinion of leading experts. 


Sir Alexander Fitzgerald had some- 
thing to say on this subject in his 


paper, “Accounting Standards,” pre- 
sented at the Australian Congress on 
Accounting in Sydney in 1949. He was 
commenting on the recommendations 
on accounting principles issued by the 
Institute of Chartered Accountants in 
Australia. On page 35 of the published 
Proceedings are his comments: 

Recommendation I 20 advocates that com- 
parative figures of the previous period should 
be given in beth balance sheet and profit and 
loss statements: comparisons with a single 
past period are in most cases inadequate for 
disclosure of significant trends, and they may 
be seriously misleading. 


At the Society’s Convention on Ac- 
counting held in Adelaide in June 1954, 
Mr. R, Keith Yorston expressed rather 
similar views in his paper, “Account- 
ing Requirements in Companies Acts.” 
Under the heading “Comparison 
Figures,” he made these comments: 

This is another aspect in which our Aus- 
tralian statutes are outmoded. The showing 
in the profit and loss statement of the figures 
for the previous accounting period in addition 
to those of the current period is virtually use- 
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less. A comparison of two years may be 
absolutely misleading. The disclosure of com- 
parison figures for at least five years in all 
statements should be made obligatory by 
statute. These may be shown in a statistical 
manner so as not to confuse the reader. ... 


There you have two most authorita- 
tive opinions which very clearly con- 
demn the practice, common though it 
may be. 


Basis of criticism 

It is important to note that the above 
opinions do not condemn the idea of 
including in an annual report compara- 
tive figures for previous periods. What 
is criticised is the practice of including 
in the financial statements compara- 
tive figures for the previous year only. 


If you wish to include figures for 
comparison, it is possible to do so with- 
out the confusion and other ill effects 
(mentioned below) caused by showing 
them in the financial statements. The 
thing to do is to show them in a separ- 
ate statement. That gives you these 
advantages: there is no confusion; 
more figures can be included (in a 
separate statement you can show up 
to five or ten years’ figures); and the 
appearance of the financial statements 
is improved. 

You need to remember that first im- 
pressions are lasting with many 
readers of financial statements. They 
may be inclined to throw their hats in 
the air in delight because results are 
much better than for last year—yet 
the facts may be that the results are 
the second worst on record; they may 
look good only because last year was 
unusually bad. 


In other words the aim must be to 
give the figures for one year in the 
profit and loss account and balance 
sheet, without confusing it by intro- 
ducing the complicating factor of com- 
parative figures. Then in a separate 
statement—preferably in tabular or 
columnar form—show comparative 
figures for five years, or more. 
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Appearance 

People in the advertising and display 
world have a maxim that accountants 
can profitably apply in preparing 
financial statements. It is this: to em- 
phasise everything is to emphasise 
nothing. 

An advertisement—or a financial 
statement—with too much underlining 
or too many block capitals will defeat 
its own object. By trying to emphasise 
too much the result is that nothing— 
not even the most important points— 
is effectively emphasised. A window 
display featuring too many lines does 
not do its job properly, for there are 
too many items competing for our at- 
tention at once. What is the result? 
The person looking at such a display 
does not see any item properly. 

So too does the financial statement, 
containing last year’s figures as well as 
those for the current period, defeat its 
own object. The eye is attracted first 
to the current year’s figures in the 
right side of the statement; then it is 
diverted by the figures for last year 
shown at the left side of the statement. 
So instead of reading the statement 
without any distraction, the reader 
finds himself doing two things at once 
—trying to find the current position 
(or results for the current period) and 
at the same time trying to see how 
each item of revenue or expenditure, 
each asset or liability, compares with 
the corresponding figure for last year. 
It becomes a case of—“between two 
stools you fall to the ground.” 


The experienced accountant may not 
have a great deal of difficulty in doing 
those two jobs at once. But the non- 
accountant—the vast majority of 
people for whom financial statements 
are prepared are in that category— 
certainly does. Many a layman has re- 
garded the figures on the left as being 
the current year’s figures, despite the 
heading at the top of the column. Even 
the experienced accountant can read, 
interpret and analyse statements better 
and more quickly when the two sec- 
tions are separated thus: 


1. The question of what happened 
during the year, or what was the 
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financial position at the end of the 
year, is answered in the profit ang 
loss account and balance sheet. 

. Then the answers to the other que. 
tion, how results and financial pogi. 
tion compare with previous trends, 
can be shown in the separate com. 
parative statements or summaries, 


Space and lay-out 
For the reasons I have discussed in 

the last few paragraphs there are quite 
sound reasons for showing compara- 
tive figures in separate statements or 
summaries—apart from the most im. 
portant point that it can be most mis. 
leading to include them in the profit 
and loss account or balance sheet. An- 
other reason for excluding them from 
the actual financial statements is that 
they use space that can be put to better 
use. 

Having two sets of figures instead 
of one in a statement naturally creates 
some sort of space problem. Particv- 
larly is this so where there are two or 
three sub-totals (e.g., current liabili- 
ties listed, short-extended, and then 
subtracted from current assets). 
These are the main difficulties: 

1. By devoting space to figures on the 
left as well as the right side, there 
is so much less room left for the 
wording. This may prevent you 
from making the meaning of the 
statement clear. 

. There may not be sufficient room 
for all the sub-totals and short ex- 
tensions that are needed. 


. The space taken up by the compara- 
tive figures for last year may pre 
vent you from insetting some items 
to emphasise certain aspects. 


Conclusion 

Despite the overwhelming popularity 
of the idea, it is not the best practice 
to include comparative figures for one 
previous year in the financial state 
ments. To do so is misleading; it mars 
the appearance of the statement and 
creates serious space problems. The 
accountant with the courage of his con- 
victions who decides to put compara 
tive figures in their right place—in 4 
separate statement—is able to do a far 
better job of financial reporting. 
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Cu rren t problems discussed in overseas journals 


Accounting theory 

The July issue of The Accounting 
Review contains a number of articles 
based on discussions of sections of the 
American Accounting Association 
dealing with accounting education. Ac- 
counting in the Executive Programme 
outlines arguments concerning the em- 
phasis with which accounting should 
be taught in such a programme. Sum- 
marised, these arguments are: “On the 
one hand, the accounting should not be 
taught as such, but instead taught by 
demonstration of its role together with 
those of other disciplines in the solu- 
tion of realistic business problems... 
on the other, that there is a real need 
for wider understanding of the ac- 
counting function, and that this need 
is most effectively met by direct in- 
struction in accounting theory and 
practice.” 


H. D. Kerrigan gives the results of 
a survey made on Intermediate Ac- 
counting Instruction—Circa 1956, and 
Langenderfer and Weinwurm “call at- 
tention to the existing gap between 
current accounting curricula and the 
more recent applications of accounting 
data” in Bringing Accounting Curri- 
cula Up-to-date. The theme of this 
article is that greater recognition 
should be given to “the requirements 
of industry for accountants capable of 
serving as a part of the management 
team. Such accountants need train- 
ing, not only in developing and inter- 
preting accounting information, but 
- in business methods and prob- 
ems,” 


An interesting paper entitled The At- 
traction and Selection of Accounting 
Teachers, and ensuing discussions, deal 
With some of the problems facing the 
profession today. Although American 
and Australian conditions differ in 
some respects, many comparisons may 
be made profitably with similar prob- 
lems in Australia. 
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Notes prepared by members of the 
teaching staff in the Department of 
Accounting, University of Melbourne 


A. C. Littleton, Choice Among Al- 
ternatives, The Accounting Review, 
July, states that “there are two ways 
of thinking of accounting theory,” and 
outlines both theories by considering 
propositions quoted from an article by 
Professor Chambers of Sydney, en- 
titled Blueprint for a Theory of Ac- 
counting, recently published in the 
Australian Accountant. 


In the same issue, A. W. Wyatt, 
Tradition and Accounting, analyses 
the nature and relationships of tradi- 
tion and accounting so as to judge the 
significance of current criticisms of ac- 
counting tradition. 


Management Accounting 


“One of the common faults of the 
cost accountant is to supply a detailed 
unit cost developed with a good deal 
of accuracy and then fail to compare 
or analyse it.” F. L. Heuser, N.A.C.A. 
Bulletin, September, shows how unit 
cost data should be analysed to reveal 
the causes which have interfered with 
achievement of planned profit. 

In the same issue, E. A. Carlson 
contributes a case study of Manage- 
ment Accounting in Action at Johnson 
and Johnson, manufacturers of surgi- 
cal and toilet supplies; and W. Probst 
describes Carrier Corporation’s use of 
the Budget as a Tool for Financial 
Planning and Co-ordination. 


Cost Accounting 

Production and Inventory Controls 
in Apparel Manufacturing, by Louis J. 
Klein and Richard H. Goldberg, The 
New York Certified Public Accountant, 
August, 1956, is a case study showing 
how production and inventories are 
controlled. 


Case studies in work measurement 


In the N.A.C.A. Bulletin, September, 
G. R. Roache describes how a chemical 
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company is Applying Time Standards 
to Maintenance Costs, and G. W. Shaw 
writes on Setting Incentive Standards 
for Material Handling in a machinery 
works. 


Cost reduction 


B. A. C. Hills, Significant Areas for 
Cost Reduction, Cost and Management, 
September, maintains that none of the 
areas for possible cost reduction in a 
manufacturing enterprise can be con- 
sidered independently of the rest; for 
example, the cheapest form of labour 
may lead to excessive inspection costs, 
high material wastage and poor utili- 
sation of space and plant. Some of the 
most profitable areas for cost reduc- 
tion and their inter-relationships are 
examined in this article. 


Conference discussions 


The September issue of the N.A.C.A. 
Bulletin contains reports of discussions 
at the 1956 conference on the follow- 
ing topics: Mergers and consolidations, 
Shortcuts in accounting, Better proce- 
dures for small companies, Foreign 
operations, Labour costs, Distribution 
cost analysis, Maintenance costs, De- 
preciation, Justifying capital expendi- 
ture, Electronic and integrated data 
processing. 


Joint and by-product costs 


G. H. Lawson, Accounting Review, 
July, criticises an article by A. N. 
Lorig, in Joint Cost Analysis as an Aid 
to Management—a Rejoinder. His 
main argument is that the reliability of 
the final answer is diminished greatly 
by the fact that in the allocation of 
joint costs to joint products according 
to the value method the element of ar- 
bitrariness is of some importance from 
the outset. 


In the N.A.C.A. Bulletin, Septem- 
ber, R. W. Self closely examines 
methods of by-product costing based 
on the market-value of by-products, 
and dismisses all such methods as in- 
adequate and misleading. He then de- 
scribes a more factual method of cost- 
ing by-products which was developed 
for the coking plant of an American 
steelworks. 
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Distribution of overhead costs 


R. S. Makepeace, N.A.C.A. Bulletin, 
September, describes a _ semi-factua] 
method of allocating selling and ad. 
ministrative costs: “The heart of the 
method is the predetermination for 
each staff member of a standard per. 
centage distribution of time per pro 
duct line served.” His salary is then 


allocated in accordance with these pre 
determined percentages, regardless of 
how his time was actually spent during 
the cost period. 


Inventory valuation 


In the N.A.C.A. Bulletin, September, 
E. G. Field discusses the Effects of 
Liro’ Inventory Valuation Upon 
Profits, under stable, rising and de 
clining prices. He claims that the 
LIFO method was originally an attempt 
to stabilise the annual earnings of 
firms which operate in fluctuating 
markets. However, the almost con- 
tinuous inflation of the last decade 
seems to have given those American 
firms which use LIFO for taxation pur- 
poses a permanent advantage which it 
was never intended to confer. 


Internal Auditing 


The ultimate objective of controls, 
of which internal auditing represents 
one of the various techniques, is the 
attainment of operating objectives and 
the creation of an atmosphere condv- 
cive to further improvements. The 
field of “management controls” is one 
of utilising these control techniques as 
aids to those who direct action. John 
H. Hennessy, The Internal Auditor, 
September, dwells on aspects that are 
all too often overlooked and _ stresses 
the importance of human relations and 
attitudes as significant factors in ge- 
ting the best results from the use of 
controls. 


The development of auditing as 4 
tool of business management is assured 
only if it provides maximum value—4 
high quality at a relatively low cost. 
Alfred L. Hunt, The Internal Auditor, 
September, covering the fields of both 
public and internal auditing, examines 
means by which the auditor can él 
hance the benefits of auditing and by 
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which he can reduce the expense of 
this activity. 


Auditing 

For those who are contemplating the 
introduction of scientific sampling into 
their audit techniques, a timely and 
worthwhile article by Edward J. Kunz, 
The Internal Auditor, September, pre- 
sents a simple case study, free of ab- 
struse statistical reasoning and 
theories, which portrays to auditors 
the fact that statistical sampling can 
and does work in practice—and it 
isn’t as difficult as they think, provided 
they receive technical assistance at the 
outset. 

In The Accountants’ Journal (N.Z.) 
September, M. M. Goldstone discusses 
the relationships which exist between 
the auditor and the company secre- 
tary. After analysing the responsi- 
bility of the secretary under the head- 
ings “the legality of his actions; his 
honesty; his efficiency,” the writer 
urges that the auditor has the duty of 
studying modern trends, and concludes 
with a plea that more attention should 
be paid to machine-accounting develop- 
ments in the training schedule of ac- 
countants. 


Labour compensation 


Although R. E. Seiler’s article on 
Accounting for Guaranteed Wage 
Plans, Accounting Review, Juiy, is 
concerned with American conditions 
and legislation, it is nevertheless of 
interest to Australian accountants. 
Three broad classifications of plans are 
examined :—“1, wage ‘levelling’ plans, 
2, company wage-guarantee plans, and 
3, income-or-production-based plans.” 


Staff bonuses 


Arch Patton, The Controller, Sep- 
tember, discusses how industry has 
changed its attitude on executive 
bonuses. Until quite recently executive 

nuses were regarded as a means of 
providing extra compensation for 
executives. This meant profit-sharing 
Plans with bonus payments made in 
direct proportion to salary. However, 
since World War II there has been a 
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fundamental change from bonus 
“sharing” to the incentive-oriented 
“earning” concept, and this has accen- 
tuated the need for more effective ad- 
ministration. The author goes on to 
discuss in detail the incentive-plan 
bonus administration, showing how 
executive performance can be 
measured and how ine nature of the 
industry can affect the success of such 
an incentive plan. 


Budgets 


F. W. Burton, The Controller, Sep- 
tember, The Use of Charts for Budget 
Development, tells how it is possible to 
have a knowledge of fixed and variable 
costs with a minimum of time. He 
shows in a series of charts how his 
company used a “line of best fit’”’ to de- 
termine the fixed element in cost items 
and how they developed the break-even 
chart which was subsequently used as 
the basis of their budget discussions. 


Depreciation 


L. W. Carman deals with Non- 
Linear Depreciation in the Accounting 
Review, July, 1956. In this article a 
general survey is made first, then 
various segmented schemes, the poly- 
nomial curve and the exponential curve 
are in turn covered at some length. 

In the same issue H. G. Avery ex- 
amines The Relative Importance of 
Fixed Assets. This deals with the rela- 
tive importance of fixed assets and de- 
preciation and depletion in the finan- 
cial structure and operation of large 
industrial corporations during the past 
eighteen years. The study is based on 
surveys made in 1937 and 1954. 


Integrated data processing 


Integrated Data Processing is the 
automatic creation, at the time a docu- 
ment is originally written, of a by- 
product medium to activate other 
equipment, thus eliminating repetitive 
writing. H. S. Brown, Integrated Data 
Processing, Cost and Management, 
September, discusses the fundamental 
purpose and advantages of integrated 
data processing, the analyses which 
are required before it can be applied 
and its application to small as well as 
to large companies. 
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Electronic data processing 


The Canadian Chartered Accountant 
presents, in its September issue, the 
first of a number of articles on elec- 
tronic data processing. An Evaluation 
of an Electronic Data Processing Pro- 
gramme, by John A. Peltier, deals with 
the detailed surveys which should be 
made by medium and large size firms 
to decide: 


(i) whether there are possibilities of 
electronic data processing equip- 
ment being used by the firm to ad- 
vantage; and if so, 


(ii) what type of equipment is re- 
quired; and finally 


(iii) detailed charting of the proce- 
dures. 


Perhaps the most interesting aspects 
of the article are the statement by the 
author that “many companies have re- 
ported that annual savings in admini- 
strative costs attributable directly to 
an electronic feasibility study have 
more than paid for the study, quite 
apart from the decision as to whether 
to proceed with electronic installa- 
tion”; and the opinion expressed that 
a firm whose administrative costs are 
less than approximately £50,000 annu- 
ally “would not likely be a prospective 
user of electronic equipment at this 
time... [because] the economies and 
other benefits which such equipment 
could provide could not be offset by a 
corresponding reduction in administra- 
tive and other costs.” 


In 1954 an English civil service 
study group was set up to study the 
application of electronic computers to 
clerical work, and its first investiga- 
tion was concerned with the use of 
electronic machines to produce the 
weekly payroll of a section of the 
Ministry of National Insurance. The 
group’s report, Wage Accounting by 
Electronic Computer, has now been 
published and The Accountant, Sep- 
tember 15, reproduces extracts dealing 
with the estimated costs, the reliability 
of the machines, the application of 
computers to other payroll work, and 
the group’s general conclusions. 
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Published accounts 


The Accounting Research article jpn 
the August issue of The Canadian 
Chartered Accountant, Consolidated 
Statements—Principles and Proce. 
dures, by Gertrude Mulcahy, deals 
competently and concisely with the 
subject matter. The limitations, as 
well as the advantages, of consolidated 
statements are considered. 


Fund statements 


M. Moonitz discusses the need in the 
conduct of an enterprise for Reporting 
on the Flow of Funds, The Accounting 
Review, July. His thesis is that 
management has “two major financial 
tasks of importance to accountants, 
namely (1) to operate the enterprise 
profitably; and (2) to finance the acti- 
vities of the enterprise and to keep it 
solvent,” and he claims that, whilst 
accountancy has done a good job on 
the first task, its performance on the 
second is less satisfactory. Mr. Moonitz 
then proceeds to develop the use of the 
fund statement in carrying out the 
second task. This task is necessary, 
he argues, because over a short period 
“profitability and solvency are almost 
independent of each other, sometimes 
antagonistic goals.” Consequently, the 
revenue statement cannot show how 
solvent a business has been kept, unless 
it is taken over a long period. Aftera 
warning against over-emphasis of the 
importance of the fund statement, the 
more formal aspects of the topic are 
discussed, and the article concludes 
with reproductions of two published 
fund statements of the American 
Phenolic Corporation, one of conven- 
tional type, the other showing the flow 
of cash in and out of the business. 


A different approach to the topic is 
suggested in an article in the same 
issue by W. B. Castenholz, That Appli- 
cation of Funds Statement. He uses 
the term “capital fund” to describe the 
fund out of which a business conducts 
its operations. This he divides into 
“working capital fund,” and “fixed 
capital fund,” and on that basis uses 
the terms “capital funding” and “con- 
version funding” to describe all bust 
ness operations. By “conversion fund- 
ing” he means any “conversion in a 
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between the two component funds 
which comprise the total capital fund.” 
Castenholz argues that this is a better 
term to use than the label “non- 
funding operations,” which he asserts 
is misleading because those operations 
to which it is generally applied “are 
clearly operations between the two 
component funds which make up the 
total capital fund of the business.” 
The main suggestion put forward is 
that all the funding operations be 
“aptly described in the application of 
funds statement, so that the reader 
may clearly see how they affect work- 
ing capital.” The example given in this 
article, however, does not appear to 
depart in any important way from 
traditional forms. 


Valuation of shares 


The Accountants’ Journal (N.Z.) 
September, contains a brief outline of 
the case of The New Zealand Insurance 
Co. Ltd. v. Commissioner of Inland 
Revenue. This case concerned the 
valuation of a majority holding of 
shares in a farming company. It was 
held that the assets-value method 
should be used, with a deduction for 
reasonable costs of realisation and 
liquidation. The low earning capacity 
of the company was not considered a 
discounting factor. 


Investment policy 
In The Accountant, September 22 


and 29, G. L. B. Touche outlines some 
of the factors to be considered when 
making or realising investments. 


Farm accounting 


The Importance of Farm Account 
Analysis, R. T. Du Faur, The Account- 
ants’ Journal (N.Z.) September, is an 
interesting article in which the need 
for farm-account analysis, and the 
uses to which a standardised form of 
farm account can be put are discussed. 
Standardised forms enable farming or- 
ganisations to issue useful compara- 
tive figures to their members, so that 
each individual can check his perform- 
ance on such matters as income and 
expenses for various headings per 
acre or per head of stock. The role of 
the accountant is mentioned, and the 
author argues that “the adoption of 

. Special costing techniques .. . in 
the analysis of farm accounts and the 
use of them to advise farmer clients 
would enable accountants to make a 
really worthwhile contribution to 
farming efficiency and lead to increases 
in production. Research on farm 


economics is just as important as re- 


search into pasture and __ stock- 
management problems.” In two ap- 
pendices a suggested farm-account 
analysis is given, and a number of ac- 
count headings are listed, with ex- 
planatory notes, for dairying and 
sheep farming. 





CORRECTION 


Austraiian Accountant, November 1956, 
p. 465, column 1, paragraph 4, line 4: 
for “unit equipment” read “unfit equip- 
ment”, 
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Australian Society of Accountants 


a 
D 
s 
ELECTION OF DIVISIONAL COUNCILLORS AND AUDITORS 
The attention of members of the Australian Society of ‘Accountants is n 
drawn to the following by-law regarding the election of Divisional F 
Councillors and Auditors: ‘ 
“No person shall be elected to the office of Councillor or Auditor u 
of a Division unless he shall have been nominated for such office. Every 7 
nomination shall be writing signed by two members and the candidate t! 
and shall be lodged with the State Registrar of such Division twenty- a 
eight days before the ordinary general meeting of such Division. : 
“PROVIDED that a retiring member of the Council and a retiring 
Auditor shall be deemed to have been nominated for re-election at the . 
annual general meeting at which his office terminates unless prior to 2 
such meeting he notifies the State Registrar in writing that he does not : 
seek re-election.” r 
The following Councillors and Auditors are due to retire at the si 
next annual meetings of the Divisions as set out hereunder :— . 
Victoria: 
Councillors: Names not available at time of going to press. ‘ 
Auditor: Mr. T. L. Coleman. ~ 
New South Wales: Re 
Councillors: Names not available at time of going to press. . 
Auditor: Mr. H. C. E. Wilson. Ch 
Queensland: a 
Councillors: Messrs. R. A. McInnes, E. N. Ham, R. E. Iliff, E. W. se 
Heindorff. the 
Auditor: Mr. L. T. N. Crawford. 19% 
South Australia: 
Councillors: Messrs. G. F. Seaman, L. H. Duncan, L. A. Braddock. Pe 
Auditor: Mr. E. H. Burgess. : : 
Western Australia: i 
Councillors: Messrs. W. B. Fyfe, J. M. Groom, C. G. Hammond, W. of 
N. Morrison. 2 
Auditor: Mr. C. A. Hendry. six 
Tasmania: a 
Councillors: Messrs. H. H. Cummins, Q. McDougall, J. G. Cooper, } 
M. J. Jillett. s 
Auditors: Mr. L. L. Hibbard. 0 
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NEWS AND NOTES 
VICTORIAN DIVISION 


Christmas luncheon 

This popular function was held in the 
Banquet Hall at the Victoria, which was once 
more filled to capacity. 

As in former years there was no speaker, 
and guests were entertained by an attractive 
musical programme provided by Miss Loris 
Sutton, Mr. Ern Pettifer, and Mr. Eric Fox. 
This pleasant atmosphere was the ideal set- 
ting to enable members to exchange Christ- 
mas greetings. 


Family circle discussion 

At the December meeting of this group, 
the subject for discussion was Disclosure 
under the Companies Act, and the speaker 
was Mr. P. D. Phillips, Q.C. 

Mr. Phillips has had wide experience in 
the field of company law, and gave a most 
interesting and informative address which 
was followed by animated discussion. 


Bowls evening 

The evening at the Brighton Bowling Club 
was an outstanding success, thirty-two mem- 
bers taking part in a competition against 
members of the Club. The Division is indebted 
to the Brighton Bowling Club for making its 
facilities available, and for the opportunity 
to return the hospitality which has been 
extended by Club members on previous occa- 
sions. 


Bendigo branch 

On Friday evening, 7 December, the Ben- 
digo Branch held a Christmas meeting at 
Favaloro’s Cafe. A good attendance of mem- 
bers and students heard the guest speaker, 
Mr. George Lee, Editor of Digest of World 
Reading, give an address entitled Mission to 
Malaya. Mr. J. A. K. Wicks, State Registrar, 
was present at the meeting. The Branch 
Chairman, Mr. R. J. W. Westcott, presided. 
A vote of thanks to the guests, Messrs. Lee 
and Wicks, was moved by Mr. R. Every and 
seconded by Mr. S. Stott. 

The next meeting of the Branch will be 
= sonnel meeting, to be held in February 


NEW SOUTH WALES DIVISION 


Personal 

Miss A. M. Magoffin, A.A.S.A., is now in 
practice at 27 Hunter Street, Sydney, under 
the firm name of A. M. Magoffin & Co. 

Mr. William T. MacBride, F.A.S.A., has 
retired from the firm of MacBride, Hinton 
&Co., and Mr. John McBlane, A.C.A. (Aust.), 
who has been with the firm for the past 
sx years, has been admitted to partnership 
with Mr. Hugh F. Hinton. There will be 
n0 change in the name of the firm. 
Messrs. Walker and Walker announce that 
the firm has changed its address from 341 
George Street, to The Wales House, 27 
O'Connell Street, Sydney. 
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QUEENSLAND DIVISION. 


Accountants and Secretaries’ Educational 

Society 

The January meeting of the Bundaberg 
members of this Society will take the form 
of an address by Mr. L. J. Lucas, F.A.S.A., 
F.I.M.A., Town Clerk of Bundaberg, on the 
Administration of Bundaberg City Council. 
It will be held at 7.30 p.m. on Wednesday, 30 
January, at the City Hall, Bundaberg. 

The Mayor of Bundaberg, Alderman F. 
Buss, M.B.E., will take the chair for the 
evening. 


Toowoomba branch 

On 9 November, in conjunction with the 
local chapter of the Chartered Institute of 
Secretaries, a very successful meeting was 
held in the rooms of the Darling Downs 
Building Society. The meeting took the form 
of a mock annual company meeting, notices, 
balance sheets, etc., having previously been 
sent to members. Keen discussion took place 
and members felt some worthwhile benefit 
was gained. 

A subsequent meeting will be held to go 
into the points raised, and to complete some 
points which could not be covered in the time 
available. 


Townsville branch 

The Christmas activity of the Townsville 
Branch took the form of a Fork Dinner, held 
on 21 November in the Jubilee Hall. 

The evening was well attended by members 
and their wives and a number of guests. 
Musical entertainment was provided, and after 
dinner a tape-recording of a lecture delivered 
earlier in the year in Brisbane, The Stock 
Exchange and the Accountant, was given, and 
also a film entitled Invest in Australia. 


Members’ luncheon 

On Wednesday, 12 December, Mr. E. G. 
Broad addressed members at their monthly 
luncheon. 

Mr. Broad is a Barrister at the Supreme 
Court, Queensland, and a well-known Rugby 
Union international footballer. He was also 
a member of the Organising Committee of 
the 1956 Olympic Games and he had just re- 
turned from Melbourne where he assisted in 
the conduct of the Games. 

Members listened with great interest to 
his detailed description of the organisation 
required for the Games, and from his com- 
mentary on the actual conduct of the Games 
gained a great deal more information and a 
clearer insight into the momentous event than 
was possible from newspaper or radio re- 
ports. 

The State Vice President, Mr. R. F. Butt, 
presided in the absence of the President, Mr. 
John Devitt, and the appreciation of mem- 
bers to Mr. Broad for his informative address 
was conveyed by acclamation on a motion 
proposed by Mr. R. W. Smalley. 

In closing the meeting, the chairman took 
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NEWS AND NOTES 


the opportunity of extending the season’s 
greetings to members. 


Personal 

Mr. M. E. Macdonald, A.A.S.A., has com- 
menced practice as a public accountant under 
the name of M. E. Macdonald and Company, 
and his offices are at Commerce House, 141 
East Street, Rockhampton. 


TASMANIAN DIVISION 


Annual church services 

On Sunday, 18 November, members and 
candidates, their wives and families, at- 
tended the annual church services arranged 
by the Division in co-operation with the 
Institute of Chartered Accountants in Aus- 
tralia and the Chartered Institute of Secre- 
taries. 

The services were held at St. David’s and 
St. Mary’s Cathedrals, Hobart, and the Church 
of the Apostles and Paterson Street Metho- 
dist Church, Launceston. 


Obituary 

It is with regret that we record the death 
on 25 September 1956 of Ernest George Rp. 
cord, F.A.S.A. 

Mr. Record was a well-known public accoy. 
tant in Launceston, and had not enjoys; 
good health for a number of years. He was 
associated with Toc H from its inception jp 
Tasmania. He was particularly interest 
in youth welfare and maintained an energetic 
interest in many organisations in community 
life. In 1948 he became a member of th 
Legislative Council, but owing to indifferent 
health he did not seek re-election after 4 
term of five years. His services to the com. 
munity were recognised by His Majesty in 
1948, when he was made an Officer of the 
Order of the British Empire. 

To the late Mr. Record’s family we extenj 
our sincere sympathy. 


Personal 

Messrs. G. C. Woolley, A.A.S.A., A.C.LS, 
and M. L. Wright, A.A.S.A., A.C.LS., A.C.AA, 
commenced practice at 59-63 Paterson Street, 
Launceston, on 1 January 1957, under the 
firm name of Woolley and Wright. 


Australian Accountants Students’ Society 


NEW SOUTH WALES DIVISION 


Review of examinations 

November meetings of the Society took 
the form of reviews of some of the October 
examination papers. Mr. L. A. McPherson, 
A.A.S8.A., reviewed Accounting and Auditing, 


Australasian Institute 


QUEENSLAND DIVISION 
Research group 


Discussion at the final meetings for 1956 
centred around the topic, The Effect of Volume 
on Costs. At the September meeting the 
subject was generally considered and mem- 
bers gave practical illustrations within their 
own experience, particularly in the fields of 
passenger transport and clothing manufac- 
ture. 

The importance was stressed of adequate 
knowledge by the cost accountant of the in- 
dustry in which his company is engaged, 
as a basis for determining the possible re- 
action of costs to changes in volume of out- 
put or turnover. 


stage 1, on 15 November, and Mr. L. N. 
Lee, B.A., B.Com., A.A.S.A., reviewed Ad 
vanced Accounting A, stage 3, on 22 Novem- 
ber. 

Model answers to questions were supplied 
by both speakers. 


of Cost Accountants 


Mr. Frank Claffey, F.C.A.A., formerly Se- 
retary of Australian National Power Alcohol 
Co. Ltd. at Sarina, gave an informative a(- 
dress at a subsequent meeting, on the back- 
ground of the company and A Case Study of 
Cost-Volume Variances in an Industrial Aleo- 
hol Distillery. 


Another aspect of.the subject, The Effect 
of Volume upon Selling and _ Distribution 
Costs, attracted considerable interest from 
members. This discussion was led by Mr. 
Alan Neall, Accountant of the Queensland 
Branch of H. C. Sleigh Ltd. 


To wind up activities for the year, members 
met informally for dinner at the Royal Yacht 
Club on Friday, 7 December. 
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Rate per line 5/-; minimum per insertion 15/-. 


ASSOCIATE, desires to purchase practice 
or partnership. Experienced in costing and 
machine accounting. Reply Box 435, Aus- 
tralian Society of Accountants, 37 Queen 
Street, Melbourne, C.1. 


ACCOUNTANCY PRACTICE — Experi- 
enced Country Associate desires to purchase 
Victorian Country Practice. Replies to No. 
433, C/- Australian Society of Accountants, 
37 Queen Street, Melbourne. 


ACCOUNTANCY and Secretarial Practice 
established for over 30 years, for sale. Cent- 
ral Northern New South Wales City. Gross 
fees £10,000 per annum. Enquiries to: No. 
228, C/- Australian Society of Accountants, 
5 Bligh Street, Sydney, N.S.W. 


FOR SALE OR RENTAL—New desk elec- 
tric book-keeping machine, National 17 E.N. 
model. "Phone Melbourne BX 65402. 


TWO EXPERIENCED Chartered Account- 
ants wish to purchase Melbourne or suburban 
practice outright or where principal(s) re- 
tire over a period. Gross fees approximately 
£6,000. Reply Box 434, Australian Society of 
Accountants, 37 Queen Street, Melbourne. 





AUSTRALIAN SOCIETY OF 
ACCOUNTANTS 


Applications are invited for a full-time 
position in Melbourne of— 
EDITOR 

Duties: Editorship of The Australian 
Accountant and other publications of 
the Society. 

Qualifications: A sound knowledge of 
accountancy and allied subjects; some 
experience in literary production de- 
sirable. 

Salary Range: £1,700-£2,000, 
superannuation benefits. 

Applications: Written applications to 
the General Registrar of the Society, 37 
Queen Street, Melbourne, Victoria, will 
close on 31 January, 1957, and will be 
treated confidentially. 


plus 











THE UNIVERSITY OF TASMANIA 
Lectureship in Accountancy 
Applications are invited for the position 
of Lecturer in Accountancy. The salary scale 
is £1,250—50—£1,400, and an appointment 
will be offered within the scale according to 
qualifications and experience of the person 
to whom the offer is made. Further informa- 
tion is available from the Registrar, Univer- 
sity of Tasmania, Box 647C, G.P.O., Hobart, 
with whom applications close on 1st March, 
1957. 
A. S. Preshaw, Registrar. 





For Your Library 


A work of vital importance and interest to all Australian accountants 


ACCOUNTING 


A Social Force in the Community 


By Mary E. MurPHY, PH.D., CPA 
Professor of Accounting, Los Angeles State College of Applied Arts and Sciences; 
Director-elect, Research and Service Department, Institute of Chartered Accountants 
in Australia. 


Price 3Q)s. net 


From Divisional offices, Australian Society of Accountants, and leading booksellers. 


© Enlargement of the accountant’s viewpoint @ Dilemmas and challenges in 

modern accounting @ The correlation of accounting and economics @ The 

determination and statement of income for accounting purposes @ A comparison 

of income taxation in Australia, Great Britain and the United States @ The 

rise of the controller in business management @ Accounting and managerial 
problems in the Auetralian economy. 


208 pages, Demy 8vo. Published by Melbourne University Press for the Australian 
Society of Accountants. 








tts 
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one of our jobs is to help 


you save and pay 





with 
E.S.32A. 


cheque 
accounts 








Relax — spare yourself . . . make life 
easier using E.S. & A. cheques. In 

less than a minute you can write a 
cheque . . . it’s child’s play to pay by 
mail. A cheque account is a real 
time-saver and a money saver, too. 

It helps you manage things more wisely 
— you know exactly where your money 
goes and the bills you pay... 
because you always have your 
permanent record at the Bank. 

You pay easily and safely with an 
E.S. & A. cheque account. 

For complete information on how to open 
an E.S. & A. cheque account, you are 
invited to call on the Manager of 

your nearest E.S.& A. Branch. 


The English Scottish & Australian Bank Limited 


(Incorporated in England) 
for better service in banking 


Nearly 500 offices 
throughout Australia 
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* Customs and Forward- 
ing Agents, Cartage 
Contractors. 

¢ Equipped to handle all 
Shipping and Trans- 
port Problems—lInter- 
state and Overseas. 

* Custom Clearances 
and Import Licensing 
given Expert Atten- 
tion. 


Let's U/FT THE LO» 


YOUR SHO JLDERS 


cp FROM™ 


YOUNGS will speedily and safely deliver your 
merchandise to places near and far. YOUNGS 
are specialists in Rail, Sea, Air and Road Trans- 
portation. In fact YOUNGS really deliver the goods. 


TRANSPORT AGENCY 
493 Flinders Street, Melbourne 
MB 3951 


Associate Office: YOUNGS PTY. LTD. 


25 Druitt Street, Sydney. MA 6361. 








J, E. MARTIN, HEAD & CO. 


(Ee. C. HEAD) 
(Members Stock Exchange of Melbourne) 


STOCK AND SHARE BROKERS 


A.P.A. BUILDING 


379 COLLINS STREET. C.1. ist Floor. 


Phones — MU 6165 and 6166 








PHOTOSTATS 


Quick, Accurate, Economical 
Copies of Charts, Deeds, Tax 
Forms, Contracts, Wills, etc. 





ole) Di. lem ere). i 7-1) baer 
BW £603. © 28 Martin Place, SYDNEY. 
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Established 1908 


AUSTRALIAN 


ACCOUNTANCY COLLEGE 
PTY. LTD. 


National Insurance Building, 
17 Castlereagh Street, 
(near Martin Place), 
Sydney. BW 3457 


Principal : 
R. KEITH YORSTON, F.A.S.A. 


Personal Coaching, by practising 

accountants, for the examinations 

of the Australian Society of Ac- 
countants. 

















5 
END ME ¢ 1,000 Ary TAM! * 





Cashing your pay-roll cheque 





through Yellow Express saves 


time, risk and money — 


* FOR PROMPT EFFICIENT 
SERVICE, PHONE... 


PHARM ACOA caRRiERs LIMITED 


MELBOURNE: 588 Little Collins St. - MB 4121 @ SYDNEY: 103 Murray St. - MW 




















IT’S BETTER BUILT 
WHEN IT'S 


STEEL EQUIPMENT 


AUTHORISED METROPOLITAN DISTRIBUTORS 
FASHAM & COMPANY 


In Association with 


FASHAM & CLACK 


“The Office Furniture Specialists” 
427 LITTLE COLLINS STREET, MELBOURNE 
Phones: MU 1295, MU 1378 
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